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FRIDAY MORNING SESSION
May 21, 1965
The Seminar on Long-Range Planning of the AICPA con

vened at 9:40 o’clock, at the Westchester Country Club, Rye,
New York, Mr. Jack Carey, Executive Director of the Institute,
presiding.
CHAIRMAN CAREY:

I think since almost ten minutes

have gone by the appointed hour, we ought to begin.

One little preliminary that the others don’t have to
hear.

When this is over, I am going to write each of you a

letter and ask you for your candid opinion as to how it was

organized and how it went and whether it was worth while, and

on the basis of that and the experience, I am going to try to
develop a little package, and then try to have this same thing

done in every principal city in the United States under the
auspices of some prominent member of the profession.
I don’t see why we don’t do more in New York, and

perhaps some of you may be willing to act as moderators and
organize them yourself.

This will be optional.

I will also ask you in this letter after the meeting
whether you want to do this, and we will be glad to help you
assemble a panel, if you would like to run one.

It might be

a good idea to do this with some staff members, we senior men.
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We have only got partners here, but we can consider later

whether we would like to have some more in New York and whether
you would like to run them.

It also might be a good idea to get some teachers

and some industry people in on this act if it seems worth while

Well, Fred Kelley isn’t here yet.
to call each other by our first names.

I think we ought

I am going to try to

stick reasonably close to a timetable, so that everybody gets
a chance to talk about the subject he has designated he is

interested in, but if we don’t finish with something within the
allotted time which we have got, roughly about 40 minutes per

topic, I will make a note of it, and if there is time left at

the end, we can come back and get into the more exciting topic
again.
Maybe I can act like a traffic cop so that not every

body is talking at once.

Maybe as we get into the act, it

would be a good idea if you just raised your hand, then I can
recognize people and one person can talk at a time.

Fred Kelley isn’t here yet, and I had him on the head
of the list.

If you don’t mind, Jule.

PARTICIPANT:

Just one question at the beginning.

would suspect that many of us would be revealing, if that is

the word, secrets of our firm and our business, and so on.

I
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CHAIRMAN CAREY: We are not going to identify speakers
We are not going to have any names in the record.

PARTICIPANT:

I see.

CHAIRMAN CAREY:

We are Just going to say "Partici

pant," "Participant," "Participant."
PARTICIPANT:

Right.

And the distribution of this

will be to the committee that you mentioned?

CHAIRMAN CAREY:

The Planning Committee.

Someone

suggested, I think before you came in, that maybe the partici
pants would like to have copies of the transcript, and if any

body would, we will make one and give it to them.

Do you mind

being the lead-off man, Jule?
PARTICIPANT:

Certainly not, Jack.

I feel like you

are asking me to carry a gallon of water in one trip and giving

me a paper cup to carry it in.

You startled me when you said that we have got 40
minutes to cover this topic.

I don’t see how you can possibly

do it in 40 minutes.
CHAIRMAN CAREY:

PARTICIPANT:

Neither do I.

This financial reporting to investors

has got so much in it that is of vital concern to the profession,
so much that is so controversial today.

I think you have stated

the issues very well in here, in the book.

I notice that Len
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is well quoted. He is the only one of our group who made the

book.
I won’t try to summarize what is in here.

all read it.

We have

I will just get some points and say some things

which seem to me to be particularly important, things we ought
to carefully have in mind, and I have followed the book in
doing this.

The first place that I would rest is on Page 130

over here where you quote Mr. Phillippe as saying:

"The public

expects, and, in fact, really believes, that financial state

ments say a lot more, and more accurately than they do.”
I think that is certainly true.

I think that the

public thinks one other thing that is very important, and it
is a misconception, and that is that financial statements

present values.

I don’t really believe they know what they mean by
values, but if you remember some of the newspaper reports last

summer about the President’s financial statement that we had
a hand in, Haskins and Sells says the President is worth so

many dollars—nobody is going to be able to identify me from

this.

The public does think that we present values, they think

we present very precise statements, and I think that we have
got two jobs; one is to make the statement as precise as

possible, and perhaps more importantly, to educate the public
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of the limitations of the financial statements.
If we don’t do it within the next 20 years, I think
we are going to find the profession in serious trouble.

The next point that I would like to land on is over
here on Page 134 where you have a paragraph talking about the

responsibility of financial statements rests primarily on

management.

I think that this is something that has grown up,

is well established.

I, frankly, don’t see how we could change

it, how we can do otherwise.
I know that there are people who feel that somehow or

other the CPA should take responsibility for the accounting
procedures that are used, accounting principles followed in

financial statements.

I for one just don’t see how this could

work, and I think that unless there is some overwhelming, some
compelling reason for even moving in that direction that we

better be very careful of how we proceed with it.

On the same page, you make the point that the United
States investor is probably the best informed in the world, and
I think that is right.

I think we have got to think more about

the investor, just whom are we talking about.
We hear a lot of comment about the so-called sophisti

cated investor.

Now, I am not sure who he is, but if he is

anyone that I am familiar with, he has got to be the people in
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the banks, insurance companies, the pension trusts, the pro

fessionalinvestors, and included in that group, the analyst who
advised the other small—what I might call, the unsophisticated

investor.

When we are designing financial statements for use

by the investor, I think we have got to concentrate on this

first group.

I think there is a big enough job for us to do,

just to satisfy the sophisticated investor, but if we attempt

to make financial statements so that the man on the street can
understand them, then I think we have got just a job that is

impossible of accomplishing.
I was interested to note, Jack, your statistic in

here that only five per cent of funds for capital investment
come from individual investors.

I am sure that does not mean

that on the balance five per cent of all securities are owned
by individual investors.

CHAIRMAN CAREY:

No, the total, included depreciation

retained earnings, five per cent of all capital investment,
including that generated internally.
PARTICIPANT:

Yes, but even so, whatever the percen

tage would be of those who contribute to the new investment,

the percentage would be higher of those, which would be higher
than on the present stock of the companies.
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CHAIRMAN CAREY:
PARTICIPANT:

That is right.

I would think it would be interesting,

and if we can find out, it might be helpful to us in deciding

where we want to go, just how much of the total investment,
just say common stock for the minimum, is held by individual

investors, and within that group of individual investors, who
do not have professional advice in their investments.

The next point that I would like to discuss briefly
is uniformity in comparability.

You have got a very excellent

discussion of that, and you quote the main points on each side.
I cannot help but refer back to a quotation you have from Mr.

Woodside though.

This one appears to me greatly as being a

practical approach to it.

We are on Page 132.

He says:

”We

have a continuing interest in the viability of this effort.”

That is the self-regulatory procedures that we have now.

"This

process, or however it should be described—speaking for myself,
it is better, I think, to have some of the looseness, the
creaking joints, if you will, some sacrifice of the ultimate

in consistency and uniformity and acceptability under such a

system than to seek the rule—government or industry inspired-which either binds people to a rigid conformity or sets up a

standard from which departures multiply in achieving solutions
to problems.”
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There is a lot of wisdom in that statement, in my

book.

I made a talk on the subject of uniformity, and with

about 45 minutes, my views on this comparability thing are in

three pages here, and rather than ramble on, I would like to
read what I said then, because this is about as consistent as
I can make it.

I discuss the circumstances that created dif

ferences previously, and then I come to this business of com
parability.

”I should now like to discuss the basic reason that
uniformity is advocated; that is, uniformity will result in

more meaningful comparisons between financial statements of
different companies.

This is not necessarily so.

In fact,

the reverse may be true.
"Uniformity in depreciation,

for example, can obscure

the effect of differences in the patterns of use, replacement

policies, and other circumstances.

This may result in less,

not more, comparability.

’’For example, assume a machine is expected to last
from eight to twelve years, depending on usage.

Uniformity

might require the machine to be depreciated over ten years
(mid-point of its life expectancy) on the straight-line method.

If the machine cost $1,200, depreciation would be $120.
’’Suppose Company A planned heavier usage in its
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earlier life and replacement of the machine in eight years and

provided $300 depreciation under the double-declining-balance
method.
"Suppose Company B planned steady usage over twelve

years and provided $100 depreciation under the straight-line

method.
"Uniformity would provide an equal but non-comparable

$120 in each case; Company A’s $300 and Company B’s $100 would

not be arrived at uniformly, but they would be comparable.
"In this case, uniformity would result in less com

parability.

"We have uniformity today in accounting for advertis
ing and maintenance expenses; they are almost always charged to

expense as they are incurred.

This uniformity, however, does

not result in comparability, except as a comparison of the
amounts of expense each company incurred.

The important things

are the effectiveness of the advertising program and the ade
quacy of the maintenance program.

The same point applies to

accounting for research and development expenses on a charge-

off basis.

These important differences in conditions are

arbitrarily put on a par by the uniform use of the charge-off
method.

"On a broader plane, accounting will fall short of
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producing comparable financial statements until it finds a means

of making adjustments for changes in price levels and reflect
ing values in the statement of financial position.

Further

more, the ever-present element of relative conservatism between

managements, precludes complete comparability in many situations.

’’The fact of the matter is that it is, and likely
always will be, beyond the capabilities of accounting to make

financial statements of different companies completely com

parable.
’’Where, you may well ask, does this leave the investor?
It leaves him exactly where he is on many other issues when he

He has to weigh many factors

is making investment decisions.

about any company under consideration:

management, organiza

tional structure, markets, products, future growth expectations,

and so on.

All of these factors have similarities and dis

similarities.

It should not be surprising that the same is

true of the financial statements.

”I fully realize that, no matter what we do or say,
investors and others will continue to compare financial informa

tion from different companies.

Furthermore, I think the account

ing profession has a responsibility to do what it can to mini
mize the chance that these comparisons will mislead someone.

’’Perhaps more importantly, we should emphasize to
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the public that significant differences may exist between the

financial statements of different companies and that comparisons,
particularly those of single items, such as net income, from

financial statements of different companies may be misleading

although neither financial statement as a whole is misleading.
"One of my biggest objections to the ’uniformity'
campaign is that investors will be misled into thinking that
we are going to give them something that we cannot possibly

deliver.

"Neither ’net income,’

’earnings per share,' nor many

other amounts in financial statements, are absolute—they never
willbe.

If they are in conformity with generally accepted

accounting principles, they are within acceptable limits—limits
that, unfortunately, neither we nor management can describe
in dollars or percentages.

"The investor and the public should be told this -

let’s not let them think we are trying to put something over
on them or that we are better than we are."

Now, I am sure I saw people around here making notes.
I don’t think everybody is going to agree with this, but, never

theless, that is the way I feel about it.

This one-way approach

that has gotten bandied around—incidentally, I meant to say
that I agree with you, Jack, that neither uniformity nor
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comparability as terms are very well defined,and I suspect that
when all is said and done, we are much closer to extremes in

this area, much closer than you would think in listening to
this.

It is a matter of defining the area.
I had thought the comments that Paul Brady made in

accounting research study number seven were particularly per
tinent on this question as those of you who have read this study

know.

One of the basic concepts that Paul put in was what he

calls conservatism in accounting among independent entities,
and in building it up, he points to the history of the develop
ment of accounting principles, and the fact that management has
from the very beginning of the term had the choice of methods
among those accepted, and he makes several points.

I will just

read two of them, because I think they are particularly pertinent

to it, and I am quoting from that study.
The first one is that judgments and estimates play

substantial roles in accounting on an accrual basis.

It is

axiomatic that where there is decision-making, it can be a

necessity to the free enterprise system—and I sure want to
emphasize that—a necessity to the free enterprise system,
there is bound to be diversity in the accounting results.

The second point, there are numerous alternative

methods of applying accounting principles, and it is not possible,
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short of government fiat, to prescribe a one and only method.

Under these circumstances, it is inconsistent and impossible
of performance to expect the management of an entity, A, to

choose the accounting practices and methods of application most
suitable to the needs and purposes of the entity, and which in
the judgment of management will most fairly present the finan

cial position and results of operations, and, B, at the same time,
follow our accounting practices and methods of application which

are uniform with other business entities.
Have you got the stop-watch on me?

They are the main

points I would make in this comparability and uniformity area.
The next thing in here, and, Jack, you should have given a

chapter to each one of these topics, status of accounting prin
ciples for dependents, here again I think you have done a very
good job in describing the situation where we stand right now.

My view is that, certainly, the American Institute should exer
cise leadership in the development of generally accepted account
ing principles, but I think that it must operate within the

authority that it has.
Generally accepted accounting principles is not

synonymous with the opinions of the Accounting Principles Board.
The substantial authoritative support concept is quite

sound.

There are many people who have a voice in the development
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of accounting principles, and I think that the Accounting Prin
ciples Board can be a leader.

It must restrain itself to being

a leader though, and not want to lay down what the law is, so

to speak, in this area, and in that regard I commend to you

the point that Paul—and I was going to read them, but I am
sure my time is running out fast, and I will not, but Paul has

for the first time that I know of in any official or semi
official document set forth the places you look for substantial

authoritative support.
I hate to hop over such things as disclosure, because
they are so very important to our profession, and materiality,

but maybe that will come out in a later discussion.

I must end

up with the two conclusions that Jack reaches; the first one
is as to what steps we need to take—the first is to clarify
the profession’s present position and its intentions in each of

the problem areas, accounting principles comparability, dis
closure, materiality, responsibility, earnings per share, in

telligibility, and, two, do all that could reasonably be expect d
to communicate the results of such clarification to investors,
analysts, and the financial press, and others.
We have just got to do these two things, and, finally

this matter of accounting principles, I should think we should
get to work at what would be the recommendation that occurs to
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me, Jack.

I happen to have a copy of the report of the Special

Committee on Principles, APB—has that been published yet?

CHAIRMAN CAREY:
PARTICIPANT:

No.

May I read it here?

CHAIRMAN CAREY:

Well, I don’t think you need to read

the whole report.
PARTICIPANT:

No, just one recommendation.

CHAIRMAN CAREY:

PARTICIPANT:
mittee:

Yes.

The second recommendation of this Com-

The Board should move—Accounting Principles Board, of

course—should move toward the reduction of alternative prac
tices in accounting by adopting policies under which it will,
A, recognize the objective that variations in the treatment of

accounting items generally should be confined to—those justified
by substantial differences in factual circumstances; B, set

forth in its opinion the criteria for application of such
acceptable variations, and, C, in the opinion dealing with a

situation which the Board believes have just alternatives, even
though there is no significant difference in factual circum

stances, set forth the treatment to be preferred and require
disclosure of the treatment followed.

This to me is a middleground recommendation that per
haps we can, all these varying views, can get together and work
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in this direction, and if we can find ways to implement this,
while it may not be completely satisfying to everyone, I cer

tainly think it will go far toward improving the image that we
are building today.
I would hope that when this is public, it will get

a lot of publicity, and perhaps seminars on just this one topic

can be held so we can get on with this task.
Did I use the whole 40 minutes?

CHAIRMAN CAREY:

No, you only used 20 of it, but this

is the hottest subject or one of the hottest anyway, before the

profession right now, and I think we can abandon the timetable,

at least to a certain extent, to get the reactions of the people
here.
Who would like to be the first to comment?

PARTICIPANT:

I would like to like to get a comment

in.
CHAIRMAN CAREY:

I would like to get a comment from

a non-national firm.

Dan?
PARTICIPANT:

I would like to lead into this uni

formity area by commenting on the President’s statement which,
I believe, was your prime issue.

I think that the profession generally thinks of a
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financial statement as a financial statement without relating
it to the end use to be made of the financial statement, and
although the President’s statement was not particularly directed
toward potential investors, I hope, it was yet cast in the same

form as financial statements which are pitched to potential

investors, and I just wonder whether any consideration was given
to the purpose of the statement,and whether thought was given

to its potential misleading quality which it might have had to

the unsophisticated users to which it may have been pitched.
CHAIRMAN CAREY:

Well, let’s not talk about that par

ticular thing, Dan.

PARTICIPANT:

Well, this leads into it.

CHAIRMAN CAREY:

What moral do you draw from this,

this general application?
PARTICIPANT:

The moral I draw is that I think perhaps

the profession should give some consideration to the end use
which will be made of the financial statements.

PARTICIPANT:

I would like you to amplify how you

would, what you do in terms of this end result.

What we did

was to consider this very carefully, and there was a statement

in there, and this was, of course, published in all the papers---

I quoted it here somewhere.

I don’t seem to find it, but any

way there is a clear statement in there that these figures did
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not purport to be the values that would be realized on a sale
of any of these assets, and I don’t see how you can make it

any clearer.

CHAIRMAN CAREY:
PARTICIPANT:

Tom?

I think a little broader than just the

particular statement, we are not always aware of what use the

statement will be put into in preparing it.
to several different uses.

It could be put

So that I think that we have got

to stick with a certain standard of reporting.
PARTICIPANT:

I completely agree with that, but maybe

we should think about labeling statements, too, pointing out

the use to which the accountant intends them to be put.
PARTICIPANT:

I am not sure what you mean by that.

PARTICIPANT:

Well, I will give you an example.

I

hate to be so controversial, but this is something that has

bothered me.
My conclusion as a citizen is that those statements
were prepared for the purpose of informing the public as to the

President’s assets and liabilities.

That being the case—

PARTICIPANT:

Well, let me—

PARTICIPANT:

--that being the case, I think it would

have been far better to make an attempt to evaluate the assets

and liabilities and present a picture which an unsophisticated
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person could readily interpret.
CHAIRMAN CAREY:

Can you give us an illustration

from general practice that makes your point?

PARTICIPANT:

Well, for example, we are called on

occasionally to prepare individual network statements for sub
stantial people for bank loans.

What we do is label them as

to what they are, and we reflect assets of market value, and

those assets which there was no present intention to dispose
of, we do not set up tax reserves against, but we clearly in

dicate exactly what we have done.

CHAIRMAN CAREY:

Well, that is a good example.

Who

else would like to comment on the general propositions relating

to investors?

Herb.

PARTICIPANT:

Investors?

Well, I would like to

directly remark about the more important problem about uniformi ty.
CHAIRMAN CAREY:
PARTICIPANT:

That is what I mean.

Diversity in accounting results, I

think, is the word that Jule used, and not being a partner in

a national firm but in a moderately sized firm who had to work
our way up to be recognized by the underwriters and the invest

ing public, I don’t think that we can afford the luxury that

some of the national firms can afford and write their own rules
and I think that most of us—I am speaking for those that I
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have spoken to who are comparable to ourselves—would like to

see more clearly defined accounting principles, and I think
Brady's book has been a tremendous step in that direction.

I

don’t accept Jule’s proposition that it is impossible to de

preciate an asset, as you described over a 10-year life, if it
is used perhaps a little more in the earlier years.

I think

that was what your example was, Jule, something to that effect.
I think we would like to have the rules written for

us.

We would like to have the APB more than a leader; we would

not like to have to rely on substantial authoritative support

and then look for that support, because every time we do that,
we have to justify it.
However, I don’t think the national firm has to

justify it, because, more or less, I think they are writing

the rules.

I am putting my cards on the table here.

I think

we are here to let our hair down.

I don’t know how others in this room feel about that,
but I feel and I think that until the accounting profession

takes a more aggressive step in writing these rules, I think

that the smaller practitioners are at a disadvantage.

At other points, I certainly feel that I would not

like to have the SEC write our rules.

I would not like to see

all of the other governmental agencies, whether it be the ICC
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or some of the banking authorities, or even the Internal
Revenue Service--I don’t buy that, of course, that they are

writing some of our rules, and I think until we do something
very aggressively in standardizing—I don’t know that I am

going to use that word.

That is the wrong word—unified, no,

establishing uniform principles, we are going to find ourselves
in a great deal of difficulty in the future, and I am speaking

now in behalf of the smaller practitioner.
CHAIRMAN CAREY:
PARTICIPANT:

Who is next?

Walter.

My experience has been primarily in

regulated industry, ICC in particular, and there we have a
thoroughly, supposedly, codified set of rules to go by in that

you check a little black book and find out what you are supposed

to do within all instances.

I think within each ICC, you have

as much divergence in the type of information reported, the
way various entries are handled and various things are classi
fied on the balance sheet, and income statement, as you will
find in any other industry.

I don’t think you can as a practical matter codify
all of the various things that are supposed to happen, and if
you do that, I think it creates a public image that everything

is clear-cut when, as a matter of fact, it is a totally im

practical thing to do.

22

CHAIRMAN CAREY:

Are you saying that the financial

statements of two railroads, for example, look comparable but

really aren’t?
PARTICIPANT:

That is exactly it, very definitely.

CHAIRMAN CAREY:

What do you want to say, Manny?

Say

it out loud.
PARTICIPANT:

The only thing is I wanted to agree

with Herb over there that it is necessary to have some kind of

uniformity of standards, like what the APB Board is trying to

do.
PARTICIPANT:

You are agreeing with me or disagreeing

PARTICIPANT:

I do agree with you.

with me?

practitioners in a firm of five partners.
thing authoritative to back us up.

We are small

We should have some

The larger national firms

can make their own rules, but we cannot do that.

PARTICIPANT:

Just to elaborate on that—

PARTICIPANT:

I would like to speak to this.

say we can make our own rules.
far as I know, never have.

You

We cannot and do not, and as

We are following the same rules.

I don’t agree with either of you on that.
I don’t want you to think that I agree with everything

that Jule said.

In a sense I do, but when he puts forth the
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depreciation illustration, for example, I think it is an ex
cellent illustration, if you can find the facts that comply

with the situation, but in my practice, we don’t really have

the difference in operating circumstances, and the depreciation
does result in just whatever any management wants to do.

So I think that is not the best illustration to prove
a point.

Another thing that Jule mentioned was the matter of

what I call discretionary charges, advertising, maintenance,
repairs, and what-not.

Now, we are pretty much uniform in accounting for
that, and that doesn’t please a lot of people, but it pleases

me that you can manipulate—I think, the basic idea here is

that some people think that management is dishonest in manipulat

ing profits--and they sure can.
ing.

They can do that with advertis

They can spend a lot, they can defer spending.
If they do defer spending, maybe they will notice it

in their sales figures, and the profits might go down.

know.

I don’t

They may have a big year this year, a smaller one coming

up next year because of these management decisions, but I don’t
know how accountants are expected to make management’s operations

the same, and I don’t think we can or should, as far as that

goes.
Jule mentioned the special bulletin and where we stand
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on that.

I think that is a big step forward.

CHAIRMAN CAREY:

That is the report of the Special

Committee that he quoted from.

PARTICIPANT:

The Special Committee, yes, and I don’t

see anything particularly objectionable there.

It is the

direction in which the profession is moving,and as long as we
are Just moving and not immediately tossing over the reasons

and adopting something like Walter mentioned in the regulated
industries.
It won’t work as long as we are Just moving in this

direction or toward greater leadership for the accounting prin
ciples board—I am happy to see it then.

PARTICIPANT:

Jack, before we get away from that, may

I respond to Len on two things.

I think maybe I didn’t get my

point across in discussing this advertising maintenance.

I was

not advocating in any sense that we change what we are doing.

All I was saying was that what we are doing in accounting for
these costs now give the appearance of comparability, because

we are all doing the same, but, in fact, we are not getting
necessarily comparable figures in the financial statements.
I am not saying we should start deferring advertising

costs or try to get into the place of going out on appraising
maintenance or accruing maintenance or deferring it.
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PARTICIPANT:

I think we are saying the same thing.

What you are saying is, they are not comparable because opera

tions are not comparable.
PARTICIPANT:

That is right.

CHAIRMAN CAREY:

The accounting method is comparable.

PARTICIPANT:

Right.

PARTICIPANT:

The accounting method is the same.

PARTICIPANT:

As long as it is understood.

PARTICIPANT:

On depreciation, I think that the de

preciation is probably the perfect example of that—not judging

from what practice is today but from what practice should be.
In other words, in these two situations, I think that

what I described was a machine, and two situations where the

depreciation method should be different, and it is not so dif
ferent today, and I think that one of the biggest areas that we
need some careful attention on is in depreciation of companies

that choose double declining balance or straight line without
any differences in circumstances, and the dollars involved are
tremendous.

I think depreciation is not glamorous, and you don’t
create much attention when you talk about it, but the dollars
involved are tremendous.

We ought to give much more attention to it than we are
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doing now.

CHAIRMAN CAREY:

Could I throw in a word.

In an

article in the Accounting Review by some college professor in
California, I think it was the last issue or three months ago,
the statement was made that current depreciation practices in
the United States are a disgrace to the accounting profession.
You were next.

PARTICIPANT:

Right.

I want to make a couple of

general points, but I will briefly comment on this because of

the general points I want to make are simplified by the depre

ciation problem, namely, the general point I am going to make
is what is the obligation of the profession and what is best

for us in terms of accounting principles.
The way we are moving in depreciation is a prime
example of that, because we have gone all over the lot.

Those

outside of the accounting profession who are concerned about

this have adopted their own solution, namely, we are going to
use cash flow and not net income, and add the depreciation
back.

We don’t like this, because it doesn’t fairly represent

a financial position, but we cannot hide our heads in the sand

and ignore the reason why they have done it.
The reason is that we have not fulfilled our obliga

tions.

So they have used their own method to accomplish it.
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Now, I don’t see how any profession can long endure
without some objective measurement of what the people in the

profession are doing.

I don’t offhand know of any major pro

fession that operates under this set of circumstances.

The

legal profession, they have status and they have court decisions
and everything that lawyers do is ultimately measured and

evaluated by a third party, namely, by a court or by some admin
istrative agency, in terms of whether the lawyer has complied

with certain objective standards, precedents, statutes, and so

on.
In the medical profession, the objective test is that
the patient gets better or he dies.

This is a very easy test.

In the engineering profession, the test is that the bridge
stays up or falls down.
In other words, there is some objective test involved

Now, I don’t really see how we can delude ourselves into a

luxurious frame of mind of thinking that we are operating in
some esoteric area, which is in substantial areas subjective,

and that we possess such brilliance and omniscience and great
judgment that we will exercise this judgment, and so on and so

forth.

If we persist in that type of thinking, it seems to

me ultimately that somebody else is going to tell us, well,
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fellows, we hate to disillusion you, but we don’t really think
you are that good.
In effect, what I am saying is that I agree with the

points that were made about the, let’s say, the small firm

versus the large firm, and the advantage of having well defined

accounting principles.

I am not saying that it is possible to

completely, 100 per cent, codify accounting principles so that

all you do is look it up in a little black book. I am not say
ing that is possible, and I am not saying that that is what we
have to achieve.

What I am saying is that in substantial areas—I am

defining the word "substantial” to mean dollars; in other words
that the dollars involved in connection with the particular

accounting principles are important in terms of the over-all
financial statement, that in substantial areas we must have two
things.

We must have an accepted accounting principle which

has authority behind it, and so what I am really saying is that

the Accounting Principles Board should, or some other board,

or some other group, or some other committee, should have the
authority to establish standards which must be complied with

in substantial areas, and one of the problems that the smaller
and medium firms have, and one of the reasons that the,

for

example, underwriters and banks, et cetera, may tend to rely
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on more the opinion of the larger firms is that they are
probably aware that there is this wide area of divergency and
uncertainty and discretion and judgment, and they are not in
a position themselves to make these evaluations, and they are

inclined to think that the chances are that Haskins and Sells,
because they have much more at stake, and they have a couple

of million dollars capital, and they have spent 80 years build
ing up such a firm, are going to be more prone to watch their

P’s and Q’s than the smaller firm which doesn’t have that much
at stake.

However, if we have an objective set of standards to
refer to, and if we can say to a credit manager or underwriter,

look, we are following the same rules that they are, I think
the small firm is helped, not hurt.
I will just stop there.

I have more to say, but I

will stop because I don’t want to go on.

CHAIRMAN CAREY:

We are not here to persuade one

another necessarily or to take any vote, but I would like to
get all points of view on this question in the record.

PARTICIPANT:

Tom?

As a small practitioner, I would like

to take exception to the question of small versus large.

I

don’t think that our problems in a small firm are that we have
to measure up more, we need the rules—our problem is we are
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not known.

Even if there were rules, there would still be the

question on the part of the underwriters, will this, the small

firm whom we have never heard of before, follow the rules, and

there will still be the tendency in such a case to go to a
large firm, rather than the smaller unknown.

You don’t have

a problem today, and you won’t have a problem with the rules.

CHAIRMAN CAREY:

Bob, you are from a very substantial

intermediate firm, do you have any view on this?

PARTICIPANT:

Well, I was wondering.

We just said

before that the AP Board should be a leader in making the
decisions but not the judge.

Now, I was wondering if he meant

to the profession itself.
It would seem to me that the AP Board should be the

judge among us.

In other words, if they put out a decision

and we are members of the profession, we should follow it.

That doesn’t mean to say that Industry has to follow it.
Did you mean that in the profession there should be
a leader and not a judge?

PARTICIPANT:

follow it.

Well, you say industry won’t have to

I think this is a worthy matter of exploration.

When you take an exception in your opinion, you are casting a
cloud over these statements that is going to affect that company.

PARTICIPANT:

That is right.
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PARTICIPANT:

Now, if we had been granted the auth

ority to say what generally accepted accounting principles were
by some law, for example, then we would have the responsibility
to do that, but we have not been granted that authority.

When the Accounting Principles Board says it considers
such and such to be the case, and we have to follow in our

opinions on all of our clients where it may not be generally

accepted, we are imposing upon something, imposing something
upon them.

We are affecting them adversely.

The end result is going to be in the majority of the

cases that they are going to either be adversely affected or
have to go along with it.
This gives an awful lot of power to the Accounting

Principles Board.

I don't see that this is something that is

necessary to accomplish the goals that we are after.

We have

never had it before.

PARTICIPANT:

Then you will never eliminate the prob

lem of the individual decision of a firm as you may think it
is proper for your client.

I may come along and think it is

not proper, and here we are in the same profession, giving two
different opinions.

I think if we had one guide and one judge among us to
say that this is the way it should be done, that we are going
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to follow it, as you say, your client might not like it, but

your client doesn’t have any choice, because all accounting

firms are going to follow the same principle, and I think it
is going to come to that sooner or later.

We will never solve

this problem.

CHAIRMAN CAREY:
PARTICIPANT:
awe into this.

Who else?

Jerry?

I would like to throw a little bit of

I don’t feel I am particularly qualified to dis

cuss this, after some of the gentlemen who have entered some
opinions, but it seems to me that we are dealing with an area
and attempting to resolve these questions of principles that

involve judgment, judgment based on an examination of the
accounts of the particular client.

Now, here is a third party

who is not examining these accounts going to evaluate the

opinions of the accountant who has expressed himself on that,
without going through the same analysis, the same detail, the
same scrutiny that the accountant has subjected the account to.
It would seem to me that, if anything, an accounting
principles board is not the answer, that there was some gentle

man who was in Chicago, whose name escapes me—I am sure every

body knows it—who suggested that perhaps we needed some sort
of court who can set up a system of precedents, just like the

law profession has, which would enable the individual accountant
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to condition his judgments based on more facts than just the

principles.
However, the actual operations of the particular
entity he is auditing, I would state, in my opinion, I have

never seen any two business entities that are exactly correct,
If they are not exactly alike, then

and this is a principle.

how can you apply similar principles in an attempt to conform

two businesses and make them look the same at the completion of
an audit?
I don’t see that.

I don’t see any basis for it.

It

seems to me that, if anything, we have recognized the account
ing to be an art, and by application of all these fixed rules,
we are going to change it to a science.

CHAIRMAN CAREY:
PARTICIPANT:

Len, did you have your hand up?

Yes, I did, Jack.

We are a little firm,,

and contrary to what has been said, and a little bit of what

Jerry said, I am afraid of rules and regulations—a little bit
afraid of them anyway.

I think part of our problem in deprecia

tion, for instance, is the fact that there is a tax law, there

is a rule that is a regulation.

I think the tax laws are respon

sible for a lot of our problems.
I think we are apt to say:

All right, the best

method of depreciation is to get the best tax write-off, the
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best allowable tax write-off.
The best method of writing down inventory is to get

the client the best tax break in writing down his inventory.
Wherever there is a rule that you can follow, I think

you lose a little bit of professional judgment that perhaps

would do a better job in the same situation.
So I am sort of torn between.

We look to the Account

ing Principles Board for guidance, and anywhere we can find it,
yet, at the same time, we are a little bit worried about doing
any work in accordance with a set of rules or rule books and

losing a certain amount of professional judgment that I feel
is necessary in the work that we do.

CHAIRMAN CAREY:

As Jule read from the report of the

Special Committee on the status of opinions of the APB, middle-

ground is emerging that may not be wholly satisfactory to any
body, but it seems to be reasonably satisfactory to both sides.

Jerry is the only one here who doesn’t remember the name of
the man at Chicago.

His name is Spotchick.

PARTICIPANT:

I am sorry.

CHAIRMAN CAREY:

I apologize to Mr. Spotchick.

I think this middleground is even

acceptable to many, from recent experience, and it seems to be
acceptable to people who have been, shall we say, on the other

side.
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I would like to get some comment on the point that

Jule made that has not been touched on, and that is the earnings

per share figure.

Tom Flynn made a speech before a group of

business executives under the auspices of the Chemical Bank

a few weeks ago, and I was there, and he said that everybody

says we should educate the public to not place too much reliance
on the single figure of earnings per share, but he said that

is something like hanging the candy cane all over the Christmas
tree and then telling the children not to eat them, because the

thing is so tempting, it is so convenient, it is so apparently
an indicator of earnings trends.

When you put earnings per share this year against
earnings per share the year before, the year before that, it is
almost impossible to educate the analysts and the general in

vesting public to ignore it.
Should there be?

Is there any solution for that?

Len?

PARTICIPANT:

Well, I think I have a partial solution

which some people probably will disagree with, and that is that
we put everything into the income statement, allow in surplus

charges, come up with two income per share figures, one which

we hope will be indicative of current operating performance,
and then add it other items which are not part of current operat

ing performance, come down to an ending of that figure, and if
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the accountant won’t embrace the per share figure, put it back
in the income statement, so that it would be clearly labeled.

Then you would have to give two or three per share figures, and
I think that would be a step in the right direction.

Now, everyone is immediately saying, well, that just
changes the point of decision on items as to whether it will
go in or out to operating income, and I certainly agree that
that is true.

So this isn’t the perfect solution, but there

is never going to be a perfect solution to this as long as we
live, but you cannot deny people the right to use a per share

figure.

That is, they are going to use it—I think we have to

have some opportunity today to move to the two-income figures,

and now that the financial data services are becoming mechanized,

Compustat has 1,000 copies on computer tape which the analysts
are all buying and using in their own computers.

If we can

work with those influential agencies that are assembling in
doing the mechanical part of the analysis, and we can put this

data in there, I think we would move a big step forward in
greater usefulness.

CHAIRMAN CAREY:
PARTICIPANT:

Very interesting.

Dan?

The trouble I have with that is that

a year is really a very arbitrary period of time.

Perhaps it

is not any kind of an indication at all, an indication of a
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trend or the actual earnings of a company.

Maybe we ought to

really give this information out, give this consideration to
some other beginning and ending limit.

PARTICIPANT:

That is a good point.

The one service

I mentioned, this Compustat, which is part of Standard and Poor,

has 20 years in their tape.

trend.

That is long enough to give a

As far as a year, we are always going to use a year.

That is built into our system.

You have got to have some—

PARTICIPANT:

Why?

PARTICIPANT:

Perhaps eventually we will get to a

quarterly reporting by accountants.
CHAIRMAN CAREY:
educating the public?

I don’t know.

What would you think of this idea of

You cannot educate the public separately

from the product that you are trying to educate them about, it
seems to me.

In other words, we cannot put on a massive public

relations campaign through the newspapers to tell the people
what accounting is about and how earnings per share is the

limitation, the subjective element that enters into it.

What

would you think about trying to develop a standard piece of

boiler plate that went on every annual report, maybe in every

auditor’s opinion, or it may be as a footnote to the statement
stating what it is and how it is derived.

It seems to me the best way to educate people is to
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tell them while they are reading, the public, what is in the
report, and try to educate them through some other media.

Does

that make sense to you, Len?
PARTICIPANT:

I think that is a great idea.

I think

we should explore that very clearly. You mean there may be a

sentence or two in the opinion saying—

CHAIRMAN CAREY:

Yes, or a part of management’s state

ment about its own statement, I don’t care which.
PARTICIPANT:

ings per share?

Is that really the basic issue in earn

You mentioned this candy on the tree.

Since

the investing public is still going to rely on the thing, re

gardless of what we say—because I don’t think too many of the
investing public now read our opinions—it seems to me—there

will be a lot more boiler plate.
PARTICIPANT:

I think it really goes back to the

first issue we were discussing, comparability, uniformity, for
better uniformity, for the more comparability, and if Company

A showed a dollar a share and Company B, with the same set of
facts, showed a dollar and a half a share, the figures are not

meaningful unless we have comparability.

Until we have com

parability, the earnings per share are not very meaningful.
I address myself to the first part of this discussion,
and, of course, I see we have, even among the smaller practitioners,
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a diversity of opinion here.
CHAIRMAN CAREY:
PARTICIPANT:

Even among the larger practitioners.

And among the larger practitioners.

So

I say that until we resolve that, I don’t think we can really

face the second part of the problem.

PARTICIPANT:

Bert, you haven’t spoken. Go ahead.

PARTICIPANT:

If we do get this set of rules, we have

got to remember that the statements are not ours.
managements.

They are

Management is going to decide, well, I don’t care

what you guys say, this is the way I wanted it presented.
have got bundles of footnotes now.

We

If we have a hard set of

rules, we are going to have pages and pages of them.

If we are

going to take management’s statement and put enough footnotes
in there to let the investing people know, the investing public
know that these are all the same things that are not in accord

ance with our hard and fast rules, maybe we don’t have to make

exceptions, but we are going to be full of footnotes.

They are

still management’s statement.
CHAIRMAN CAREY:

PARTICIPANT:

Walter?

I would like to add a point to that,

that I believe the footnotes are management’s, too, and then

go on to comment on what Jack has said about putting some kind
of boiler plate in the annual reports.

That really isn’t the
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place where it will do the most good, because, basically, in
the annual report, the footnotes and the certificate, and so
forth, the man has an inability to evaluate it, because it is

usually a 10-year summary of earnings, and that type of thing.
I think the nature of the problem is in the presentation where

there is just one figure of earnings per share with no explana
tion of any kind, and, by and large, most of the investing
public, I believe, rely on this paper publicity, what appears
in the Wall Street Journal, rather than what appears annually

in the annual report.
CHAIRMAN CAREY:

Well, that is an interesting ques

tion that Jule referred to earlier.

It seems to me that out

of this discussion we ought to do some research on who the
investor is.

I haven’t any opinion myself that hardly anybody

buys stock without professional advice of some sort nowadays,

either from a broker or the broker’s research department, or

somebody.

I don’t know anybody that buys stock on the basis

of newspaper clippings any more.

PARTICIPANT:

Maybe some people do.

Jack, I had intended when I made that

remark to refer to a study that Abe Briloff made last year.
Some of you may have seen it.

CHAIRMAN CAREY:
PARTICIPANT:

I have seen it.

In this he asks accountants and analysts—
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he got replies from some 72 analysts—a series of questions,
and one of them startled me in the answers that the analysts

gave.

The question was:

Are generally accepted accounting

principles reasonably well known to a series of different
classes of people, and then the second question was:

Should

they be reasonably well known.

Well, for example, the analysts said over 80 per cent
of these groups was reasonably well informed, and that they

should be--practicing accountants, you will be glad to hear
that; internal accountants, professors of accounting, chief

financial officers of major corporations, accountants with the
SEC.
Then he has some others where their opinion was that

fewer of them were well informed, or reasonably well informed.

As to individual investors, only 4 per cent of the analysts
said they were reasonably well informed.

Three per cent of the

accountants said they were reasonably well informed.

However,

this is the interesting thing, where he comes over here, should
they be reasonably well informed.

Only 26 per cent of the

analysts thought that they should be.

CHAIRMAN CAREY:
PARTICIPANT:

The individual investors?

The Individual investors in every other
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case, the vast majority said that the group should be reasonably

well informed.

CHAIRMAN CAREY:

PARTICIPANT:

Well, the analysts think—

I think there is some significance in

that.

CHAIRMAN CAREY:

They think the individual investor

should depend on the analyst.

Excuse me, you haven’t spoken.

Do you have anything to contribute to this particular subject,

John.
PARTICIPANT:

Most of it has been covered.

No.

CHAIRMAN CAREY:

Charlie, do you want to save your

self for management services?

PARTICIPANT:

Just one point on this.

I was intrigued

with the comment relative to objective measurement and of dif
ferent professions, and, possibly, the thing that we are con

cerned about, the problem right now is that we are not meeting

the objective measurements so far, and I would submit that
possibly if there is no means by which we can completely elim

inate comparability, that possibly we should take a look at
what others are expecting of us.

I haven’t heard any major complaints on regulated

industries, for the need for additional comparability from
organizations,

even though they have not been comparable in
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the past, as it was indicated.
So I don’t think—my point really is that if we have
a choice of directions to go, that possibly an attempt toward

comparability, or, at least, the maximum elimination of dif
ferences that can be eliminated would go a long way toward
eliminating the measures that can be put on the profession and

us, rather than our becoming myopic and finding others doing

it for us.

CHAIRMAN CAREY:
PARTICIPANT:

John?

Could I ask a naive question.

I think

from the time I came to the Institute, that has been drilled

in me that the financial statements were management’s respon

sibility, the CPA’s responsibility--they want his opinion on
the fairness of the presentation.

Has anybody asked a question

why the financial statement ought to be the responsibility of
management, why couldn’t they be the CPA’s own responsibility?

Is that virtually impossible?

PARTICIPANT:

I had hoped to raise that question,

John, and, particularly, when you sit here and talk about tak

ing certain principles that must be followed and leading the
accounting field to what is proper, what is comparable in most

cases, companies will comply with our pronouncements because
they don’t know that middle paragraph.

So we have in effect

44

established that statement.

So I wondered, and I had this note

here, don’t we have responsibility, aren’t they actually our

statements?

Don’t they comply with our pronouncements?

PARTICIPANT:

I don’t know the answer to the question

CHAIRMAN CAREY:
PARTICIPANT:

Walter?

I think I will dwell quite briefly on

this problem in connection with my talk on accountant liability

CHAIRMAN CAREY:
PARTICIPANT:

Right.

We get away from the concept of manage

ment, create the financial statement.

We give our opinion. We

open ourselves to many lawsuits so that we will be out of
business instead of in business.

CHAIRMAN CAREY:
PARTICIPANT:

Len, do you have an opinion?

Well, if you want to save this—

CHAIRMAN CAREY:

I think we ought to break for

coffee and go on to another topic.
everybody.

We have heard from nearly
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CHAIRMAN CAREY:

I would like to ask Jerry to lead

off on external reports to credit grantors and special reports.
PARTICIPANT:

I would like to request an extension of

time for the filing of my report.

and I went here.

My notes went to my room,

Can we wait until after lunch?

CHAIRMAN CAREY:

Is it related closely to what we

have been talking about, or will it be all right to take it up
out of order.
PARTICIPANT:

I think it is all right to do that.

I

am sure we will get back to where we were talking about.

CHAIRMAN CAREY:

PARTICIPANT:

It won’t hurt.

CHAIRMAN CAREY:
PARTICIPANT:

Let’s go to tax practice.

All right, Herb.

I guess we are on a subject that is far

afield from the subject on which we were talking.
is a change of pace.

Perhaps it

Jack, in his book, refers to the com

plexity of the tax laws, and I would just like to reemphasize
that.

I think we are all aware of the fact that the tax
laws are becoming more complex, and I would also like to point

out that it is my opinion that they will become more complex

as times goes on rather than less complex.
Jack cites income tax averaging, and I might cite the
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new rules on multiple corporate provisions, multiple corporate
receipts under the new depreciation rules, which are most com

plex, income, consolidated return regulations, and as time goes

on and as our business economy becomes more complex, the tax
law becomes more complex.

As a member of the American Institute Federal Tax
Committee, there was a subcommittee of that committee working

on the recommendations for the simplification of the tax laws.
I think they worked on it for almost a full year, and threw up

their hands in despair, and it was a completely fruitless ef

fort.

So under the circumstances, I think we must accept the

proposition that we are going to be living with complex tax
laws as we go on.

Jack’s chapter on this didn’t go into the subject

that I would like to cover in the area.

I think that there has

been a definite trend for taxation to be practiced by CPAs who

have legal training.

Whether we want to put our heads in the

ground or not, these are the facts of life.

I know it is a

fact of life in my firm, and it is a fact of life in most of

the larger accounting firms throughout the country, and the
reasons for that, I believe, are obvious.
Firstly, the tax laws are becoming more complex, and,

therefore, you need more educational background and training to
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deal with tax laws.
Secondly, and I hope this subject will be discussed

when we get into education and training, but, clearly, the

preparation for tax specialization is inadequate.

In our pres

ent schools of business, whether it be graduate school or under

graduate school, they are inadequate.

There are very few

courses on taxation, and I don’t think you could learn taxation
in school.
I certainly think that schools should prepare our

men to practice taxation, and I think this is the law school

approach which our business schools do not offer.
I think the last answer probably is that a young man
who wishes to practice taxation is protecting himself against

a preemption of taxation by lawyers, and, therefore, he is

going to law school, and I noted in looking through this list,
I think we are talking of a long-range future for the profession.

I note that except for the members of the American
Institute staff, I happen to be one of the elder statesmen
here.

I find that I am one of the oldest of the group here,

at the age of forty-six.

Was that by design, Jack?

CHAIRMAN CAREY:

People are getting younger all the

time, Herb.
PARTICIPANT:

Right.

So I would like to know that I
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am among the young group here, and I am happy to be with you.

So I am now addressing myself to the long-range future.

I am

not now addressing myself to the immediate future.

I am a specialist in taxation.
I do not feel inadequate.

I am not an attorney.

However, I feel that the future, if

it continues the way it is going, it will find tax practitioners
who are accountants who also have legal background and train

ing, and I tried to draw up what I felt is an ideal education

and training for tax specialization as conditions presently
exist.

I hope it changes.

I have found that an ideal tax man is one who has had

an undergraduate accounting degree.

I also feel that it is

essential that he have audit experience, and, finally, and this

is true in my own office for the men that work for me, and I
am in charge of the tax department in my firm, and I have many
who have Masters of Laws degree in taxation.

That means that

they have four years of undergraduate work, they have a law
degree, which initially was the result of four years of evening

study, not daytime study, because they need the accounting ex
perience, and then they go on to law school, taking a Masters

of Law in taxation, and I found if you could get a man like
that in any tax department, you have the ideal man.

Now, I raise this question, and I could address it to
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this group, and I think this will come up later on.

If we ex

pect our young men to take graduate work in accounting, and

this is the long-range trend, I think New York State has just

adopted new legislation to encourage this, and I think it is
the policy of the Institute—can we expect our young men to

take undergraduate work, then go on to graduate work in account
ing, then go on to law school, and I think the answer to that,

in my opinion, is no, and, if so, how can we encourage tax men
in the accounting field.

What are we going to have?

Are we

going to have lawyers or are we going to have accountants prac
ticing taxation.

The only recommendation I could come up with is that

it is a must, it is essential that the curriculum in taxation

in both the graduate and the undergraduate schools of business
must be expanded and must be improved, or else we will find our

selves with tax lawyers but not accountants, who may be working
for accountants, and I don’t think that that is a desirable end

result.
That is my first subject.

Do you want to go on to

all the subjects covered or stop with this and go on to the
next subject?

CHAIRMAN CAREY:

This relates considerably to educa

tion and training, so why don’t you go on to the next one.
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PARTICIPANT:

Well, I think the next part of my sub

ject deals with relations with the Bar, and, again, this is
somewhat related to what I just spoke about.

The question is, do we truly have clearly defined
areas of responsibility in tax practice, etc.?
with the present posture as it exists?

Are we satisfied

My answer to that has to

be No, because I do not really have the answer as to where the
tax accountants’ responsibilities end in the areas of tax
planning and representation before the Tax Department, and as

a tax practitioner I ask this question.

Can we do an effective job in representing taxpayers

before the Internal Revenue Service, knowing that we cannot

practice beyond the Appelate Division?
Our hands are tied because we cannot go beyond the

Appelate Division.

If we are to practice tax accounting, there

is a trend among tax men to by-pass the district conference and

the Appelate Division, because this may be a way of getting the
best results for our clients.

If that is so, I say that we may find ourselves con
fined to the area of representing clients only at the agent’s

level eventually, and being purely advisory to an attorney be
yond the agent’s level, and this is not a satisfactory position

for tax practitioners.
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With regard to that, I go back to the first part of

my discussion and ask:

How can we encourage prospective CPAs

to specialize in tax work, Since all of these other problems
exist.

Isn’t the young man better off becoming an attorney

rather than a CPA in the area of tax practice?

Again, I say that there are perhaps some recommenda

tions that I could make.

I hope you fellows come up with some

additional ones.

I certainly think, thirdly, that the curriculum in
taxation must be improved, as I stated before.

Secondly, I

think that the public must be constantly alerted and continue
to be alerted to the need for CPAs in the practice of taxation.
I think that the legislators must be made aware of
the intricate accounting concepts that we are dealing with in

the tax structure.

I don’t think that we are consulted enough.

Even the advisory committee to the Commissioner is made up

heavily in favor of attorneys rather than in favor of accountants
I think we have three CPAs, or two CPAs.
CHAIRMAN CAREY:

PARTICIPANT:

Two this year.

Two CPAs, one public accountant on the

advisory committee, and I believe there are six attorneys, and
the balance is made up of economists and those in industry, and

that is not a favorable posture for us to live with.
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My last recommendation, of course, is a general over
all recommendation.

If we enhance the image of the CPA gen

erally, his acceptance as a tax man will also be enhanced, and

that goes without saying in any area that we might be discuss
ing.

Another subject assigned to me was the area of tax
accounting and business accounting, which we beat to death a
little while ago, but I might say that I think Jack does touch

on this.

I Just might add one further point that Jack men

tioned as part of this.
I think, firstly, tax laws are conceived by economists,

and we are finding more and more of that as we go on.
written by legislators, who are primarily attorneys.

They are
They are

interpreted by courts, and, obviously, the Judges are attorneys,

Now, all of these, economists, legislators and the courts have
little regard for accounting concepts.

So if we accept that, we must accept the proposition
that tax accounting is absolutely no basis whatsoever for finan
cial reporting.
Another point which enters is the fact that taxes

are precise figures, and these are figures which cannot be
fairly presented but must be accurately presented, and if we

realize that concept, we must further realize, therefore, that
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tax accounting cannot conform to financial reporting.
Now I go back to the point which I stressed so ve

hemently before, if the accounting profession cannot agree on

generally accepted accounting principles, why should the tax
authorities accept our figures, and they definitely will not
until we resolve our own problems.

So that, again, I say that we must have, if we are
to get closer to the tax accounting figures—I am sorry, if we
are to have business accounting conform more closely to tax

accounting, we must resolve our own problems, and then we must
educate both the public and the economists and, in addition,
the legislators to this fact.

Until then, I guess we must accept the proposition

that tax reporting at this point is far apart from financial

reporting and we, therefore, must continue to keep it distinct,
keep distinct and separate reports for both.

I don’t see any solution for it until we resolve all

of the other problems.

However, as a practical practitioner,

I certainly adhere to the theory that where the differences

between tax accounting and business accounting are inconse
quential, we should use tax accounting for both to save expenses
for our client.

I have seen tax returns the schedule of which is a
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voluminous report where every little item is reconciled in

order to conform the books to the tax returns, and I say that
I believe that this is not necessary, and I don’t think it

would alter our financial reporting if we would accept tax
accounting under certain circumstances, but they are rather
I still think that we should do so in those areas.

limited.

My last

group of remarks are addressed to the attest

function and the tax returns, and I ask these questions:
Should CPAs attest to the adequacy of information in

tax returns?

Now, I notice that Jack has mentioned in his book a
former commissioner of Internal Revenue, Mortimer Kaplan, who

made some reference to it, and we have gotten all excited about

it, and

I

question this very seriously.

I question this from

the viewpoint of legal liability, which will be covered in a
later point.

Should we accept this responsibility?

Again, I would

like to cite various reasons for not indicating on tax returns
the fact that the returns were prepared from audited figures.
Firstly, in attesting to financial statements,

materiality is significant.

It is not so in tax reporting.

Secondly, how can a CPA truly audit the tax returns

of an individual?

Most individuals do not keep books and
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records.

How can we attest to the fact that he reported all of

his income?

I am not sure that we can ever really do so.

Now, since it is almost impossible to present, to
file timely returns for our clients, how many tax returns would
we be able to file where we have audited figures?

I don’t think

there would be very many, and if that is a fact, wouldn’t we be

putting our clients at a disadvantage by attesting to a very

small number of returns, but not to the vast majority of the

return, and if that is so, will it mean that the Internal
Revenue Service will give special attention to those clients
whose returns are not based on audited figures.

I don’t think

that this is too helpful for our clients, and I don’t think it
is in our own best interests.
Of course—my last point again, and I am repeating—

there is the question of legal liability.

Should we be respon

sible to the Internal Revenue Service for what they might con

sider inadequate audit procedures if they rely on our audit

stage, and I am opposed to applying the attest function to tax
returns.

I think I would like to rest my case on that.
CHAIRMAN CAREY:

PARTICIPANT:

John?

Can I ask a question, Herb.

Can you

tell me what you mean by tax practice as a general subject.
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I think that tax practice encompasses

PARTICIPANT:

the following:

The preparation of tax returns, which takes up

most of our time; it encompasses the tax planning for our

client.

I think that is

a

very important part of our practice

Finally, it encompasses the representation of the client before

the Internal Revenue Service.
Now, in the first area, I feel no qualms about that.
I don’t think that the legal profession would wish us to pre

pare tax returns, but I think in the other two areaswe are in
conflict, no matter what we say.

We are in conflict in the

area of tax planning and representation before the Internal

Revenue Service.
PARTICIPANT:

This also includes the estate work and

all phases of taxes?
PARTICIPANT:

All phases of tax planning, I think,

as a proper function of the accounting profession.
PARTICIPANT:

this up.

Could I ask one more question to follow

Would you consider then a firm that is capable of

performing these various services, tax services, a specialist

firm as compared to--do you think this is an agency?
PARTICIPANT:

I could only speak for myself and for

firms comparable to ours.

I say that tax work is a specializa

tion today, and I think that every practitioner should be
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prepared to offer those services to his client.
I think that in the larger firm, it is necessary to

have a man who devotes practically all of his time to the prac

It doesn’t mean that every accountant

tice of tax accounting.

should not have knowledge of the tax laws so that he can proper
I think, also, that the small individual

ly prepare tax returns.

practitioner is at a decided disadvantage in this area, because
it is almost impossible for him to keep abreast of all the de

velopments, and, unfortunately, this is one of the areas which
has caused the trend to bigness.
I think the small practitioner is frustrated today

by all he has to do.

He cannot keep up with all of these areas

CHAIRMAN CAREY:

PARTICIPANT:

Dan?

Herb, you said that you don’t think

that the legal profession would want to prepare tax returns.
This is a subject that bothers me, because I am not sure that
the accounting profession wants to prepare individual tax re

turns either, and I am really concerned about whether or not

the profession has a social duty to prepare these returns for
taxpayers, and, if it does, how can it economically handle this

social obligation.

I know that I have been giving a great deal of

thought to it, and I find that the, apparently, medium sized
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and small firms prepare more individual tax returns per capita
than do the big firms.

These returns are not generally a

profit making operation for us.

We do them principally as good

will gestures, and they really disrupt our office something
terrible during tax season.

Actually, I would say, this leads

to more errors than we make at any other time of the year in

auditing work, because of the lack of time to really sit down
and reflect.

CHAIRMAN CAREY:

Would you suggest a sort of legal

aid society approach to this, where the State Society or the

Institute asks for volunteers, and they serve the public, more
or less?
PARTICIPANT:

Actually, Jack, my suggestion is that

the profession en masse do something about simplifying individu
al income tax returns, so that the taxpayers are not subjected

to this needless and fairly substantial expense.
CHAIRMAN CAREY:

Would you suggest we advocate a

Senator Long approach—of Louisiana—his approach with regard
to the gross income taxes, in other words, raising the standard

deduction level to the higher income brackets.
PARTICIPANT:

May I come in on this?

CHAIRMAN CAREY:

PARTICIPANT:

Yes.

This is a perfect example of making a
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tax law more complex instead of simpler, a perfect example, be
cause to take Senator Long’s approach would mean that we would

have to compute the tax on both bases now, and we would have to

get complete information and compute it both ways.
This is a step in the area of tax simplifica
tion, but

it is making the tax laws more complex.

CHAIRMAN CAREY:

You made some very good points, I

thought, but you didn’t make it entirely clear what you thought
ought to be done.

One thing that interested me, I didn’t know

that economists are more and more influential in conceiving the

tax laws, if not in writing them, and it struck me that they

might be natural allies of the CPAs rather than of the lawyers.

If we could convince the economists that accounting more clearly
reflected the truth about income as apart from legalistic con

cepts—do you think that would be advisable?
PARTICIPANT:

I think that is so.

I think this came

to my attention only recently, because we have found that the

increases in and the decreases in the rates, and so forth, and
the nature--well, the excise tax is the best example of that.
This is the result of the President’s economic group advising

him to eliminate the excise tax, and I do think that the econo

mists are getting more and more involved in this area.
CHAIRMAN CAREY:

Maybe they ought to get in closer
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touch with them.
PARTICIPANT:

That is an excellent point.

On the

legal aid point, I think we need an accountant aid group during

tax season.

I think we have more than we can possibly handle

at this time, without taking on that responsibility.
I might also point out that the Internal Revenue

Service is completely aware of the fact that lawyers are not
equipped to prepare tax returns, neither are certified public

accountants, neither are public accountants, but they need the
corner drug store, and they need these H and Y block type of
preparers to take care of the, well, the last count was 58

million--I guess it is over 60 million returns that are filed

here, and I think all of us are needed, and I think I would go
along with Dan’s observations that perhaps it might be a public

function for us to help individuals prepare returns, but, un

fortunately, we just cannot do it.

We just don’t have the

manpower to do it.
CHAIRMAN CAREY:
PARTICIPANT:

You had your hand up.

Yes.

I think one point we didn’t cover

is--I agree with these gentlemen—I think our problems are just
beginning with data processing.

For example, I got a form

yesterday from the Internal Revenue Service Information Center

in Philadelphia.

The client got the form and sent it to me.
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They said I hadn’t filled out Form 1116 for $1.46 foreign tax
credit.

I attached the NR-4 and just took the credit for the

$1.46.
Now, it took me $25 worth of time yesterday to fill

out the 1116 to support this $1.46, and the routine letters
that you get now because you missed a number

because some

body is keypunching--looking in a certain spot and it is not

there—well, the headaches are just beginning on this thing,
and I don’t know where they are going to stop.

It is going to

be really something.
PARTICIPANT:

Maybe your data processing machines wil

be talking to their data processing machines, and you won’t even
have to be involved with it.

What effect does the whole electronic revolution,

what effect is it going to have on the tax structure; is it

going to eliminate this?
PARTICIPANT:

I think it will be worse before it gets

PARTICIPANT:

I know the Compustat situation is going

better.

to help, but I think it is just like building new roads.

The

more roads we build, the more cars we have on the highways.

It is immediately going to enable us to just keep abreast of
what we have, what we have at the present time.

I think it has
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to help, but that doesn’t eliminate our own problems, because
the sheets that we have to work on for Compustat are very, very

voluminous, and all we are doing now is eliminating the detailed
preparation of the return, but all of the other responsibilities
are still there.
CHAIRMAN CAREY:

PARTICIPANT:
ing about.

Jule, you had your hand up first.

I will comment about what Herb was talk

I would like to make two other points.

I certainly

agree with you that we ought not to extend this attest function

in the tax return area to—and if anyone feels differently, I
am anxious to hear their views on it.

Another point, this talk

about bringing accounting and tax together, it might be nice,

but it seems to me we are going in the opposite direction.

I

don’t think that the income tax is any longer a tax on income.

They have got all kinds of measures in there to control the
economy and the actions of people in one way or another, and it
would be nice if we could bring the two back together.

I heartily agree that wherever there are not any
material differences that companies ought to keep their books
and tax together, but it seems to me like we are going in the

opposite direction.
PARTICIPANT:

I made the point—I agree that we are

going in opposite directions right now.
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PARTICIPANT:

The electronic tax return thing,

though, I haven’t had any personal experience with it.

We are

experimenting in several of our offices with it, but the things

they do astound me.

You fill out this sheet and you send it in

foreign tax credit, investment credit, everything else.

You

get it back, and it costs you $15.
PARTICIPANT:

It is a wonderful thing.

CHAIRMAN CAREY;
PARTICIPANT:

Dan, you had a comment.

I had a suggestion to make.

I think

maybe when the Government gets completely on data processing,
it would be possible to stagger the fiscal year of individual

taxpayers so as to spread the load over an entire year instead
of over a three or four month period.
CHAIRMAN CAREY:

A good point to have in here.

Jerry?
PARTICIPANT:

I want to make a point on Compustat.

We went into it last year, and we were quite satisfied with
the results.

We found though that the greatest problem was not

with Compustat;the greatest problem was with our personnel, and
that is the obstacle.

That is the obstacle everybody is going

to have to overcome.
I don’t want to get ahead of ourselves.

We will get

to educational matters, management services, but the average
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accountant is not prepared to work with a program that is con

ditioned toward preparation of a punchcard, and we found that

most of the errors that were made were made by personnel and not
by Compustat.
Compustat had a major program on 208 which they weren’t

aware of until they ran the first New York State tax return.
It took them a little while to crack, but that is the only

problem they had.

They delivered every return on time.

They

were a little slow for a while, and we didn’t come to any large

savings in time.

It cost us more money.

We feel we did a

better job for our clients in the sense that every question on

tax return was now answered.

We are not getting these dribble

backs on missing social security numbers and missing occupations

and little nuisance items.

I think it is a great step for the future.
CHAIRMAN CAREY:

This is an adjustment period, and

itmay get worse before it gets better.

In the long run it might

help.
PARTICIPANT:

have not had answers.

Jack, I have asked some questions.

I

I would like to get some views on this

area about the first part of my-CHAIRMAN CAREY:
PARTICIPANT:

Yes.

Bert?

I would like to get back to that.

I
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would like to give our firm’s viewpoint on tax practice.
We are not a large firm.

We carry our work through

the discussions with the revenue agent, and perhaps a conference.
At that point, if there is still a disagreement, we advise the

attorney in the law firm.

We won’t attempt to enter that area,

and I question whether any accounting firm ought to get into the
area of law and fighting or arguing a tax case.
PARTICIPANT:
that.

That isn’t the question.

I didn’t say that.

We all accept

I said in order to properly present

or represent the client in conference, you would have to view
the entire picture, and generally at that point you may find

that you may want to by-pass conferences.
As a result of that, we cannot represent any client

effectively at the conference level.

One of the recommendations

that I know the American Institute of Federal Tax Committee has

been working on is to strengthen the administrative departments
of the Internal Revenue Service.
last several years.

They have weakened it in the

The conference session has now been

weakened as a result of all of the steps that they have taken,

and I know that the American Institute Tax Committee is working
on that.

However, we are regressing rather than progressing in
this area, and I say to you, and my question is addressed to
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this fact, can we do an effective job in the practice of taxa

tion and attract young men in the profession to specialize in
taxation knowing the picture as it exists today, or should we

do something about it.
I think that is my question.

CHAIRMAN CAREY:

PARTICIPANT:
the question.

Si?

I will direct myself specifically to

I had intended to talk about it.

I agree with

Herb, and I think this is one of the real problem areas in the

profession, and it falls, it seems to me, into the general

category of what are we going to do about management services.
I think it is the same problem.

I am particularly close to this problem, because both

my partners and I have gone the route that Herb outlined.

We

are both attorneys, and we have both gone through the graduate

work in taxation, and, in addition, I have been with the tax
department of one of the national firms, and I think the prob

lem is that there is nothing in the training, education or ex

perience of the average accountant which really qualifies him
to do tax work, and I am defining tax work to mean tax planning,
tax advice, etc., etc.

My guess is, and just talking off the top of my head

to make the point, that probably less than 10 per cent of the
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CPAs in this country have ever used a tax service.
am talking about a full tax service.

Really, I

They will use something

like the master tax guide or the instruction sheet put out by

the Government. I would say that less than 5 per cent really

understand the procedural nature of the tax laws, the statutes,
the committee reports, the revenue rulings, the Treasury bulle
tins, the court decisions.
I would say less than 3 per cent probably have read

more than 10 tax cases.
So the answer, it seems to me, is that the same prin
ciple applies in tax practice as applies in operations, re

search, etc., that the movement is going to be toward the
specialist, toward the larger firm, and I don’t want to antici
pate all of this because we are going to get into it.

It has

to be toward the specialist, toward the larger firm, and the

smaller practitioner will not be able to render a comprehensive
service, including a comprehensive tax service, because it does

require the rendition of a good tax service, does require legal
training.

CHAIRMAN CAREY:

Well, this bothers me, and I would

like to pose this proposition for long-range and for very
serious attention by the professional organizations and by the
firms.
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Herb said tax accounting is further and further away

from generally accepted accounting principles.
is not even a tax on income any more.

legalistic concepts.

Jule said it

It is all bound up in

Well, now, if accounting firms master

legalistic concepts and represent taxpayers at levels where
these are the issues, we are going to be on a collision course

with the Bar.

We

There is no dispute, no doubt about that.

are already on a collision course with the Bar.

We are just

enjoying an armistice.
Now, for the good of the profession, is it possible

to make a distinction between the CPAs tax practice and the
lawyers tax practice.

This is clear-cut.

Nobody has ever

made it.
PARTICIPANT:

May I throw an oar in on this.

I think

it is a wise man who knows when to take counsel, and it seems

to me that one of the great problems of tax practice is that

a practitioner will grab a tax problem or a tax case and hang

on to it, just in sheer determination that he can overwhelm
the problem.

It is true that I think you need a legalistic back
ground to properly practice tax accounting.
tion about it.

There is no ques

The reliance is more and more on the legalistic

training and not on the accounting training, but it seems to me
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that the accounting profession can do a damned good job for its
client, its clients, I should say, in the area of tax planning

and in the representation of their client up to a particular

level in the Internal Revenue Service, and it seems to me, too,

that this accounting firm, if it is qualified enough to render

tax advice, can also recognize when a problem will reach to a

point which will require litigation and will not merely require
an adjustment on an appelate level, and it can at that time
bring in proper tax counsel.
I see nothing wrong with bringing in an attorney into

the case at an earlier enough date so that you can have the

benefit of his counsel in making a decision as to what course

to take.
CHAIRMAN CAREY:

Jule.

PARTICIPANT:

May I ask one question?

PARTICIPANT:

All right, Herb.

PARTICIPANT:

Do you feel that a tax accountant could

render an effective job in tax planning and representation be

fore the Internal Revenue Service without legal experience?

In

other words, can the average practitioner do an effective job,

and then I go back to the other question, if you need a special
ist, are we going to be able to get tax specialists?
the other part of the question.

That is
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PARTICIPANT:
the question first.

Well, I will take the second part of

I don’t think you will be able to get tax

specialists, for one simple reason.
economics.

I think it is a matter of

I think there is more money to be made in the law

practice than there is in the accounting practice, for someone

who has the background that you are looking for, and he has
greater flexibility.

As far as his income is concerned, and a potential

for faster growth, he does not have to put in the years of in
ternship that the man who is just starting accountancy, for

want of a better name, has to go through before they can quali
fy for their certificate or even sit for the examination.

You

expect him to be an accounting clerk, then a certificate of a

law clerk, and then after all of that is over with, they pass

the age that most of the people would have had who are practic
ing medicine, and they probably start at a salary not commensu

rate with the time and effort put into it.
I think there is a great gap in here.

other part of the question I want to get to.

There is an

I would like to

restate the first part of your question, Herb—will you do it,
Herb.
PARTICIPANT:
a bit.

My question is—I am going to change it

If we are able to give better training to our men,
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prospective accountants in the undergraduate school and the
graduate school, can these men do an effective job in the areas
that you mention.
I accept the fact that all litigation should be

handled by attorneys.
PARTICIPANT:

firm.

I have never felt differently about that,

We make it a policy--we are a small

I always start out by saying that.

but we think big.

We are a small firm,

We make it a policy to encourage our clients

to bring their attorneys into every discussion regarding com
pany policy.

We don’t attempt to smother the situation.

have found that it has worked out wonderfully.

We

We have a won

derful relationship with all the attorneys we work with.

They

are constantly after us for information that they need in order

to properly represent the client.

The client is happy.

The only thing he is dissatisfied about is that in
stead of having to argue with us about a fee, he has two people

to argue with, but in the long run he is going to benefit by it.

CHAIRMAN CAREY:
PARTICIPANT:

Leonard.

I am a little surprised at all the em

phasis placed on the legal background required for tax practice,

because I don’t believe it.

don’t recruit at law schools.
to go to law school.

We don’t look for lawyers.

We

We don’t encourage our tax people

We don’t discourage if they are set on
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doing it, but we know that just becoming a CPA is an arduous

enough course for some people, and that takes up enough of
their study time.
They don’t have to take all the things that you get
in law that are totally irrelevant to the practice of taxes in

the accounting firm.
Now, maybe we just have obscured vision here or some

thing, but we would just as soon not have a guy be a lawyer
when there is enough accounting, admittedly--it is different.
I will agree with the trend of going a little bit away, but we

still have an awful lot of accounting in taxes, and it takes a

good accountant, and as far as attracting people into it, we

really don’t have that much trouble.
Naturally, we would like to get the best men, and

there is always a shortage of the best men, but we have enough
coming to us who say, well, my goal is really taxes, but I

realize I will have to work a while on the audit staff.
We get a few others who say, I am not going to join

your force unless I can go directly into the tax department.

We have made exceptions.

Some have done very, very well.

depends on the interest and ability of the person.
PARTICIPANT:
takes?

What time schedule do you find that

It
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PARTICIPANT:

Well, we encourage the fellows to spend

two or three years on the audit staff, to learn more from a

general business background.

We are serving business, not in

dividuals to merely so great an extent in this business.

So

we hope that this helps in his over-all background.
CHAIRMAN CAREY:

PARTICIPANT:

Len.

I think Leonard just about took the

words out of my mouth.

I had my hand up at the same time.

think we need lawyers.

I think what we need is some kind of a

hybrid.

I

I don’t think the accountant has to go through courses

in criminal law any more than a good lawyer has to go through
courses in auditing or specialized accounting systems.

Maybe we will get into this in education and training
Perhaps in the accounting curriculum or in accounting graduate

school, we could train our men in this area of the law that we
reed or that he needs training in.

I just want to say that in our firm we have a two-man

tax department.

We have a tax man who seems to have come up

the same route as you have, Herb.

You are not an attorney, he

is not either, but he is a darn good tax man, and he has an

assistant, and at one time we were looking for a new assistant,
and we tried to get a fellow with a law degree, not necessarily

a Master of Law, but we thought we would try it.

First of all,
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we couldn’t afford the fellow when we found out what he wanted;
secondly, they didn’t want to prepare tax returns or do a lot

of things, filing tax services, that our tax department does.

They wanted to go right to court with cases and do tax research
and planning, and it just didn’t work out.

So we got a fellow

interested in taxes on our staff and paid for a certain train

ing that we thought he needed in professional development train
ing, etc., and he is coming along dandy, and he will be ready

to take over the head of the department when the time comes.
That is all.

CHAIRMAN CAREY:

Let’s see.

You haven’t spoken on

this, Walter.
PARTICIPANT:

I was going to amplify what Lenny has

said that we feel so strongly about the lawyer question that we

discourage people from going to law school at night.

We don’t

feel it is necessary on a tax practice to have a law degree.

CHAIRMAN CAREY:

I think the point that you suggested

that it might be possible, philosophically, to distinguish the

role of the CPA from the role of the lawyer in this area would
be very difficult.

It isn’t just the question of the level,

Herb, to which you take a case.

of substance.

I think I am thinking in terms

These larger firms are apparently not practicing

taxes in quite the same way that some of the smaller firms do.
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PARTICIPANT:

No.

CHAIRMAN CAREY:

And there may be a difference there,

but it would help us from the point of view of relations with

the Bar, and, more than that, I think it would help to keep the

if I may use the word—image of the CPA as something that is

meaningful, if we could tell people

what we do in taxes, why

it is related to accounting, instead of going the route of more
and more specialization until we have a couple of legally
trained men over here and a couple of engineers over here, if

you will pardon me anticipating your problem, Charlie, and a
couple of operations research men over here, and a couple of

auditors over here, and this is an accounting firm.

I am

worried about this schizophrenic tendency.
PARTICIPANT:

Would this collision course be clear

if our major emphasis was in the tax planning area?

CHAIRMAN CAREY:

It would be clear if our major em

phasis was in the accounting area, and that is the problem.

It

isn’t the function, I think it is the substance of what you are
doing that is important.
PARTICIPANT:

Go ahead.

I would have to think that we are on a

collision course with the legal profession, and I don’t think
we need be.

It seems to me what we have got to emphasize is

that it takes a team approach here.

I don’t know of a lawyer
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who doesn’t want an accountant in on a tax case that involves

accounting determinations, and they all do, and when you work
together on these things, you are going to build a mutual re

spect, and you are going to get off of this collision course.
In Charlotte, before I came up here, I was entirely

in taxes, and we worked with these attorneys in every case that
had any complexity at all, and it worked wonderfully well, and
I know I respected these attorneys, and I think they did us,

and they sure called us in on these things,and I think we would

be making a mistake if we tried to draw some sharp line through
here, because you are not going to get a line where it should

be drawn.

There is a team approach, and, certainly, in tax

planning you need both.
CHAIRMAN CAREY:

Who hasn’t spoken yet?

Charlie, I

guess.
PARTICIPANT:

Still on the subject we are finding as

a result of the extension of management’s services, and getting

involved more deeply in management planning generally that there

is natural evolution of bringing the tax man into the same area
of activity, that you just don’t have management planning as a

concept all by itself.
CHAIRMAN CAREY:

PARTICIPANT:

That is right.

The tax man is a natural extension of

77

management planning, and as we get more deeply involved in

this, there is a very strong tie with taxes, separate and apart
from taxes itself.

CHAIRMAN CAREY:
PARTICIPANT:

John?

I just cannot help wondering as we go

through some of the statements made about the competence of the
CPA in the tax area, you go back to the initial discussion that

was raised here about the value of our statements, and so on,
and it would seem to me a further problem is really brewing

where—let’s take the poor little individual
no possible plans to specialize.

practitioner with

He really is facing the same

tax situation, possible liabilities for this financial state

ment, day in and day out, as we all do in one way or another.
It would seem to me that this might be a thing that
would be of major concern.

While we have one partner who does

specialize in taxes, I know the amount of time—and he is an

auditor in fact.

He is not a tax specialist.

We can run to

him and ask him about this and that on a tax matter, but don’t

we all make tax decisions as we audit books, don’t we have to

be cognizant of these new complications that Herb talks about?

Income averaging investment credit is a big subject.

I think somebody mentioned before there was a difference of
opinion by some of the larger firms.

I kind of think back on
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one of the APB decisions there, and decisions for someone to go
up on a tangent and take a stand, but this is a worry to me.

It worries the small and the medium sized firm.
CHAIRMAN CAREY:

I think when we get into the ques

tions of firms, we will have a very serious question.

We are

very deeply concerned about whether any one man could practice

accounting any more, or whether even two or three or four or
five men can, whether this is not something that is a firm job

and not an individual job any more, but we can deal with that

later.

Who has more to say on this tax practice problem?
PARTICIPANT:

May I voice the fact that I never could

see any real reason why an accountant should have to be a law
yer, the tax accountant.

I have advocated for years—and some

of the larger firms feel the same way—I advise in some of the

personnel work I do, and I advise the young men coming out of
college that it is not necessary to feel that everybody should
be a lawyer to be a good tax man, unless they have a firm de

sire that they want to be a lawyer.

They can put their time

and effort to much greater use and advance themselves quicker

in the tax field without wasting time taking up the various
courses which a person has to take up.

CHAIRMAN CAREY:

Jerry?
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PARTICIPANT:

I have one point in regard to this con

cept of a lawyer in the accounting practice.

I don’t take issue

with the principle that a man should know as much about the
philosophy of law as possible to understand properly what it is
he is reading and how it should be applied.

I think that if

this could be added somewhere along the accounting curriculum,
then we would be accomplishing the ultimate goal, that is, of
making the accountant cognizant of what it is the lawyer is
dealing with.

They have a specialized language and they have a

specialized medium of doing business, and this is the area that
the accountant needs development in, if he can read.

At one

point, as I understand it, you did not have to go to law school.
If you sat in a lawyer’s office long enough and read enough
cases, you qualified as a lawyer.

This is what is happening

to the average accountant who is practicing law.

He reads

enough and suddenly he discovers he has an awareness of problems.
PARTICIPANT:

But he doesn’t have to be a lawyer.

PARTICIPANT:

He doesn’t have to be, but he should

have an understanding of the philosophy of law.

CHAIRMAN CAREY:
PARTICIPANT:

Dan?

I feel strongly that some of us may

tend to underestimate the necessity for a legal breakdown in
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the practice of taxes even as low a level as representing the

client with revenue agents.
I had this very forcibly demonstrated very recently
to me, and it bears on evidentiary problems that may come up
if the case goes further up the line.

One of our clients had

a dispute which ended up in the Tax Court, and at the Tax Court

I was helping the attorney, and I had thrown at me some mate

rial which I had given the agent at the lowest level of the
case.

Now, I have a legal background, but I am woefully
ignorant of any evidentiary kind of problems, and I think per

haps we made a mistake in the way we handled this tax examina
tion with the agent.

I am really concerned about how many more mistakes like
that we might make.

I think that is what Herb may have had in

mind.
PARTICIPANT:

here.

No, I have heard all that has been said

I agree with a great deal of what has been said.

I feel

very strongly that there is a definite place for the tax ac

countant who is not a lawyer in the practice of taxation, in
all areas of tax planning, and representation before the Internal

Revenue Service.

What I do fear, and I am speaking from a long-

range point of view, is the overemphasis on the necessity for
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legal training, and I think we have to overcome that by better

education for one thing, and, also, a better training for our
own personnel in the preparation for tax work.

I think the best tax experience is the man who has

worked on tax returns, read the services and kept abreast of
the various things.

Young men coming out of law school are not

tax men, they are very poor tax men.

taxes.

They know nothing about

I think the real serious problem that disturbs me is

that we should not be backward in this area, and we should take

a more aggressive tack in approaching this problem.

I think we

have got to stay with our tax practice and insist there is a
place for the accountant in tax practice, not give up what we

already have.

I brought out this other point about graduate work,
and I am sure that in the future we are not going to be able
to attract accountants with legal backgrounds into the area

of taxes, and I am in full accord with what Len said, and I
think Jule touched on this particular point, and unless we do
this, we are going to lose out.
CHAIRMAN CAREY:

out.

I just hope it never happens.

I wonder whether we are not losing

There is some evidence,that isn’t necessarily valid, that

the percentage of gross volume of CPA firms derived from taxes

has been at least stable, while the percentage from other
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sources has been growing.

PARTICIPANT:

Yes.

CHAIRMAN CAREY:

PARTICIPANT:
for my own firm.

Is that your experience?

That is a true statement.

Competition of the law largely?

Well, I think that in the past—I will

I am going back several years ago.

We did

represent non-clients, and our practice has now evolved where
we represent primarily our own clients in tax matters, and we

do not for or represent outsiders who are not our regular

clients, and it is the exception rather than the rule that we
do.

CHAIRMAN CAREY:
PARTICIPANT:

You are on big, but can you—

As a result of that, our tax practice

is—I won’t say it has remained, it is up, because our practice

has increased, but it has not gone up in the same ratio that
our accounting practice has gone up, and I was very impressed

by that point in your book.

While we may be losing out, I

don't want to leave the point that we have got to hold on—we
have to hold on to what we have in the area of taxation, or

else we would lose out completely.
CHAIRMAN CAREY:

Is there anything more to be said

on this general subject, or could we get back to Len.
PARTICIPANT:

John?

Could I ask one different phase of this,

It would seem that the proposition of having a final return
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filed on a CPA signature then would not probably be a good idea

for us to put, such as is accepted in other countries.
CHAIRMAN CAREY:

That seems to be the spirit and the

feeling almost unanimously among the tax practitioners.

There

are some men who are primarily engaged in audit work who are
not tax practitioners who think that it would be a good idea
if tax returns were attested and would help to separate the
accountant function from that of the lawyers.

character.

It would be a division.

rely on the CPA’s attestation.

It would be in

Internal Revenue would

It would be different from the

financial statement, obviously, and it would tend to make a
separation between the advocate, who pleaded the case before
the Bureau, and the accountant who gave the facts, if they are

facts.

However, I don’t think it is going to get very far, be

cause every time tax men like Herb get hit, they get hit pretty
hard, and Tom Grace, and almost all the tax people.
Can we drop taxes for now.

I am very eager to hear

about the opportunities in the accounting and auditing fields,

if Len would lead off.
PARTICIPANT:

Very good.

I would be glad to say a

few words about this, because I think that there are tremendous

opportunities in accounting and auditing.
I do think, Jack, that you have almost everything in
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this book.

I would like to say that I think there may be a slight
difference in relative emphases, and that is one reason I wanted

to talk especially on this point.
While the accounting profession is moving ahead in
a lot of different areas, the glamorous field of management
services seems to be getting a lot of attention.

our solid base is accounting and auditing.

I think that

The profession has

grown based upon the integrity associated with the auditing,

the attest function, and I think that we need this, and we
should continue to stick with it and to develop it, and to lose

no chance to further our activities in this area.
Accounting is not decreasing in importance, changing

perhaps, but not decreasing in importance.

With every large

business, it seems that the accounting system becomes more and

more important as conditions become more competitive.
company like General Motors.

Take a

Every time you hear or read about

how successful it is and look for reasons, the excellent cost

system is advanced as one of the great strengths that they have.
When you see companies that collapse, exposes, where
there are scandals existing, often as not an ineffective ac
counting system is largely contributory to this sort of situa

tion.

85

As far as the attest function, we see each day where
this is increasing in importance.

People in the type of so

ciety in which we live, where managements of all kinds are ac
countable for their activities, it is natural that there be

some independent review of this.

We have got the function, and

it looks to me as though this will increase in importance.

The

way we carry it out will have to change, the methods, the
techniques, the relative time spent on various detailed ac

tivities, all that is bound to change.

We know that.

However,

the point is it is here to stay.
I think that we have tremendous opportunity for a
further service to present clientele.

We see this all the time.

When we take the client perhaps from some other accounting firm,

or even switch staff in our own firm, somebody with a fresh
look will often see all kinds of opportunities for further ac

counting and auditing service, and as long as the client is

served well and gets value received, the same client may provide

two or three times as much as if he were approached from a
service concept, as it were on a bare bone minimum stripped

down audit, in other words, if they are in there only because

they need an opinion for the stock exchange or something like

that, and we are constantly afraid of going beyond the bare
minimum, they are not going to get very good service, and we
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are always going to be arguing about fees, and no one is going
to be happy.

However, if we provide the additional service that is
there just for the taking, just for the providing, I think we
are all going to benefit by it.

CHAIRMAN CAREY:

Would you mind saying what services

you have in mind.

PARTICIPANT:

I mean just plain accounting, for ex

ample, branches, divisions frankly, frequently they need to

prepare special reports on these.
a cost system.

We may see deficiencies in

Well, this can result to certain things, result

in some minor suggestions that the audit staff will do.

International operations require a lot of accounting
services, and while this is perhaps more of interest to the

larger firms, there is a tremendous emphasis today on going
international on a much smaller level, and, not only that, but

in the international area we have private corporations.

We

also have a lot of international organizations, which are going
to need audits for themselves or for agencies reporting to
them or for activities that they are supervising.

You have got all kinds of things going for it.

The

GEC in Latin America, the Common Market, there is the Inter

national Bank, and all sorts of things that constantly run into
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needs for attesting.
Then within a client activity, there seems to be al

ways engaging in different kinds of associations, joint ventures,

leases, royalty arrangements, and perhaps construction contracts,
trust agreements.

All these need to be attested in some way or

another, because there are other parties involved, and the
worthy auditor is going to be aware of this and insist that

management provide this additional protection by writing into
agreements like this the need for review.

Beyond that, many of them have foundations, pension

funds, profit sharing trusts, they are all increasing in
amounts of money, and this is to a considerable extent a func
tion of size, too, that any time you get a trustee for a non
profit

or

for any other kind of activity, he is accountable

for a lot of money, and he wants the comfortable security that
an audit provides, and he should get it, and we should be help
ing him get it.

Then, too, you have acquisition audits, special in

vestigations, and all other kinds of special assignments.
Then in addition to our existing clientele, I believe

that we have a great opportunity in connection with the Govern
ment.

For example, the Government is constantly expanding.

Everybody is aware of that, Government departments, bureaus,
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branches, compliance examinations.

We have seen a big increase

in that, and I think we will see a greater Increase.
The SEC recently adopted a requirement on investment
companies, for example, that is providing further services.

We

also have the Rural Electrification Administration, Small Busi
ness Administration, and a lot of others beside.

Then, too, these various governmental units frequently
want special investigations in some areas of business, perhaps

some whole industries come under scrutiny.

Well, who can carry

that out but the independent accountant, people of integrity
and competence in the way of financial information.

I was going to mention the attesting to the personal
financial position of government officials, but that already
has been touched on.

So I won’t get into that.

Then besides the Government in our regular typical
industrial and commercial clientele, I see a great increase

through the country in more or less profit organizations. There

is a proliferation of voluntary health and welfare agencies,
for example, trade associations, professional societies,

political parties, unions, even churches, everything that has
an accumulation of funds is going to have to have an audit.

Then we have whole industries which today are not

required to have any independent audits, some of them have any
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way.

Banking is one that is currently hot.
You probably are aware that most of the big New York

banks are going to have audits this year, and they are not re

quired.

The law almost included a requirement for audits, but

didn’t.

Some of them are going ahead anyway.

pace.

They set the

There are 14,000 banks in the country—I don’t knowhow

many of them have audits now.

percentage.

I am sure it is a very small

All of them will have.

afford to be without it.

They won’t be able to

Public pressure will insist that they

do, once the leaders do have audits.

I think that eventually we will get to the same thing
in insurance companies and railroad companies, too.

It is

bound to come.
I don’t think the opportunities are only in these

areas.

I think that small business will increasingly rely on

accountants.

Businesses are becoming more complex, and their

accounting needs are increasing, and we see that in our prac
tice, too.

Even though we do have a lot of large clients, we

have a lot of small clients, and they seem to be relying on

our services more and more, and I am sure that that must be
the case with some of the smaller practitioners, too.
Now, the new techniques in auditing, I think, are

creating some real problems, educational problems.

We are
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changing our audit procedures, practices, computers.

That is

something that has created an awful lot of attention, and nobody
is exactly sure just what we are going to do.

live with them.

We are going to

I think we will have to do just as much audit

ing, but of a different kind.

Auditing very carefully the in

put data, the controls leading up to the computer, the controls

of the computer itself, and we are going to have to spend a lot
of time on an analysis of output.

We will have to use a com

puter itself in doing our audits.

This indicates a need for greater skill.

I think it

sort of seals the doom for a lot of the drudgery that has some
times been associated with our profession, and I for one am
Just delighted.

I think there is a great thing here.

I think

that has great implications for the recruiting and training of
staff, a great challenge, too.
We have other things—statistical sampling, that is

increasing in importance, and here again we have a lot to learn,

and there is a tremendous potential in it, not only for auditing

but for helping clients solve business problems throughout the
use of it.

Also, mathematical analysis, and many of the other
techniques that are frequently associated with management serv
ices.

I think that some, at least rudimentary knowledge of

91

these by just plain old general practitioners is going to be
required, too.

Then there is mention in Jack’s book about the total
information systems, and I think this is a natural extension
of the auditor’s function.

The one who has looked towards

total information and to all the needs of a business is the

one who is going to be providing the best service to management,
and I think management will appreciate this service, providing

we learn enough about it to make some really constructive con
tributions to it.
Projections of financial data, future projections may

some day reach the stage that they are reliable enough and ac
curate to warrant examination and expression of an opinion.
How soon this will happen I don’t know, but for all

my career I have heard, well, accountants are interested only

in historical figures, it is a dead issue.

What is happening?

Well, I don’t think they should be interested only in historical

figures.

I think that good budgets and projections are a fact

today, and I think we had better concern ourselves more with
them.

I think that even for doing our historical auditing, a

careful review of budgets and forecasts, comparisons with

actual, can be an effective auditing tool, and perhaps relieve
us of some other audit steps.
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Management performance is often mentioned as a pos

sibility in attesting, and I think there is a tremendous po
tential here.

I am not sure Just how to go about it.

It is

commonplace now for an accountant to report on the performance,

particularly in the financial department, when called on.

We

are called on almost routinely to say how are these people

doing, and comments mainly are oral now, but we have quite a

few examples in writing where we submitted to the president or
the chairman of the board, or perhaps an auditing committee, a
review of the financial function and how effectively it is
being carried out and how efficiently.

This, of course, has to be approached very carefully,
because if you report on the wrong people, you will be thrown

out.

Lesson number one is that in order to do an effective
Job of service to a client, first you have got to get elected

so that we do have some problems,
I have reported on such things as conflicts of inter

est and advised on that, and have helped set up conflicts of
interest policy, and this, too, is more or less in the area

of review of management.
Finally, I would like to comment on the growing trend

toward providing accounting, financial and business advice.
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When only an audit opinion is being rendered, I think something

of value is more or less going down the drain.
this is the trend.

I think it will come.

Increasingly,

I think managements

are frequently now asking routinely that information be pro
vided on anything that the accountant saw.

They don’t expect

a MAS review every year, but they do expect auditors who come

in year in and year out and look over all the intimate details
of the business to have something useful to them.

I think that, actually, the accountant, the auditor
is more or less like the internist.

He is a

diagnostician,

and he can frequently detect areas that need further attention.

Perhaps some are small points and he can give some spot advice,

and that helps up the problem.

More often than not, he can see

areas that require further investigation and should feel con
fident about putting through suggestions like that.

I guess I have run out of time.

That covers mainly

what I wanted to mention.
CHAIRMAN CAREY:

most exciting prospects.

Thank you.

This to me is one of the

I think you have done a good job with

it.
I agree with the very soft criticism.

I think in the

book the emphasis was not quite strong enough in this auditing
area, and I think one reason why the tax is first and the
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management research is second seems to be that it is more
glamorous, and it is that the public, and also, a lot of CPAs

seem to have rested with the audit on the balance sheet and

income statement and the opinion, but if we could ever get to

the point where every audit fed into management improvement,
as well as the financial statement for third parties—well, I

really think we are opening up a lot of windows.
PARTICIPANT:
you Just made.

marily

Jerry?

I would like to comment on the remarks

In our practice, our

engagement is based pri

on our ability as a consultant to management, not as

an auditor.

I sometimes feel that we are operating in another

profession.

The emphasis is so great on attest, attest, attest,

and at the level we operate at, most managements couldn’t care

less.
They are interested in getting the benefit of our ex

posure to a variety of situations, and that is what they have

always bought, and what they have always paid for, and I must
admit we are paid pretty well for the service we render getting
into the attest function.

I think it is following the manage

ment concept in the sense that we only recently feel that the

banks and the credit grantors are extending an awareness of need

for more attest function.

So for whatever value it has, the

monster has two ends, and they seem to be working toward the
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middle.
CHAIRMAN CAREY:

You give us some examples Just for

the record of these services that you perform, the special situ
ations .
PARTICIPANT:

Well, I will give you a case in point.

Three years ago—this is quite funny in some ways—we were, how

will I put it, handed an account as a repayment of a favor, we

were given a close lead on some account which was a sure thing,
and we were told it was a good account, and there was no problem,
and that it was a good management, and this was Just a blessing.

It was Just what we were waiting for.

I will never forget this

as long as I live.
We went down and did our usual audit.

We had spoken

to management, had a series of meetings with them.

They handed

us the financial statement, showed what their condition was as
of October 31, 1962, and there was an accountant’s opinion on

the statement, and all the rest of the sordid thing, quote,

unquote.

We didn’t examine the books, which was a foolish

thing to do, but this thing looked so beautiful we Just couldn’t
resist, and we agreed on a fee.

We went in to do our usual audit, our monthly fee.
We went in to do our monthly audit, and when I walked in, the

first thing we discovered was that the books hadn’t been
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written up since the preceding July, and the accountant had
been preparing the financial statement based on adding machine

tapes, and we overcame that problem, which is not too great,
and then we discovered that, of course, we hadn’t closed the

books as of November 30th and picked up the statement, and
after we took off the statement, we discovered they were broke.

They didn’t have any net worth, working capital, and all sorts

of things.

Now, I took the papers home over the weekend.

Herb,

you have been up against this, so you know what I am talking
about.

I took the papers homes to review them.

I was in a

panic, because I couldn’t understand it, because the people

who gave it to me were people that I thought were so competent.
I brought the papers back to the office.

I grabbed my partners

and we locked ourselves up.

I said:

"Fellows, I have gone wrong somewhere.

You’

got to help me out.”
I wasn't the one that was wrong.

After a full day’s

work over it, we discovered that the statement was correct as
prepared by us, that there was a false financial statement
issued inadvertently by management to some financial organiza

tions, and that we had a problem on our hands.

Now, what is the alternative, to draw back and say,
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well, we can’t continue with this engagement any longer, or to
attempt to do something constructive.
We felt that we were retained essentially, as we al

ways have been, to do a constructive job.

So we sat down with

management and broke the news to them, and they weren’t too
greatly in shock.

They seemed to feel something was wrong,

and we managed to convince them to raise some additional capital
and put some money into the operation.

We did, we think, a constructive job of helping

management.

I say this because as of the last statement date,

which was November 30th last year, they showed a net worth of

over $300,000, and their growth potential is just fantastic.
CHAIRMAN CAREY:
PARTICIPANT:

say that we helped them.

You really put them on their feet.

I won’t say that.

I must be honest and

If they did not have the basic

ability to run that business, we couldn’t have done a damned
thing for them, but I think we contributed to their success

through their reorganization by our ability to cost-system, by

our ability to control the operation, by our ability to assist
them in formulating tax policies, by our ability to assist them
in formulating management policies, by our ability to assist

them in instituting a machine accounting system to control their
sales, in a variety of ways, but we still are not management.
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We don’t handle sales, and we don't handle production, and we

don’t handle capital.

We don’t do a variety of other things,

but I think within the range of our competency, we did a very

good job.

CHAIRMAN CAREY:

I think that was in line with what

you were saying, the audit is a diagnostic thing.

begin to go to work.
PARTICIPANT:

Then we

Charlie?
I have a series of comments.

I would

like to make a couple on yours which ties in with it.
I think we need to highlight more the fact that every
audit problem has a corollary management problem.

CHAIRMAN CAREY:
PARTICIPANT:

Right.

Whether it be an audit problem that is

double entry or a difficulty in costing the inventory.
is a corollary management problem of some type.
highlighted.

There

It should be

However, moving away from that, I am delighted

to hear how glowing the future of the attest function is, and

I think essentially I agree, but too often we look only on the

one side as the impregnable.

There are a few things happening

that a number of us are observing.

Whether they are significant

or insignificant we don’t know yet, but attest is not something

that exists relative to itself.
a useful purpose.

It exists because it serves

If those useful purposes can be achieved by
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something else, the attest will evolve out--let me say that

there are Just two things that are readily observable.

One is

the banks’ movements to get into the service bureau operation.
Banks by virtue of their position, small companies coming to

them for loans, will first run into the need for, possibly, an

audit, and the bank would suggest that they select an auditor.

By virtue of having a service bureau available, the
banks will be or could be in a very unique position to say to

the small client, now, in conjunction with this, we would like
to look at your general ledgers and your financial statement
and all your internal accounting on our computer, and by so

doing we will have a full knowledge of what is going on, and

we might from time to time want our internal audit staff to
visit your organization.

Thus, this cuts off the source of new clients to the

profession as a whole.
Another area is just an initial service bureau who is

starting to add pretty broad range financial controller types
to their staffs.

In so doing, they are cutting out from many

small practitioners, in particular, the continuing relationships,

the type that you are describing, by having this type of in
dividual on their staff, they are able to work with the client

on a day to day basis and the need for having the CPA at all,
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including his attest function, is diminished.
I think we should be looking not only at all the

pluses, but also the fact that there are other things that can
be developing on the horizon that can have an impact on the
attest.

Maybe there may be others, that I don’t know.
PARTICIPANT:

made, Charlie.

Jack, could I respond to a comment you

We have had experience with service bureaus in

sofar as the handling of general ledgers and so on are concerned,
and we have given it a lot of work, a lot of thought, which we

will get into later, I am sure, but I have, frankly, had no
fear regarding a service bureau performing the function that

you can perform, because I have yet to see a submission to a

service bureau that hasn’t come back garbled in some way.

PARTICIPANT:

You think it is impossible for them to

learn lessons, the same as our early auditors learned their
lessons?
PARTICIPANT:

Unless they can become auditors, they

will make the same mistake.

I think so.

We find that you

have to, after receiving the submission, still extend some

sort of professional Judgment as to what you have received.

I

am not giving you any indication as to what degree of Judgment
you have to extend, but some Judgment factor must be extended,
and I feel that the one string that a computer installation in
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an accounting office, or an accounting machine installation in
an accounting office, is that it is specifically not a service

bureau operation, that it is an extension of the accountant,
the accountant function, and I differentiate between a service

bureau operation and an extension of accountant function to this

extent, that a service bureau is concerned with the sale of
the machine time as their sole source of revenue is the benefit
they realize from the sale and utilization of their equipment.

I think if we try to get into that, we will be making a mistake
PARTICIPANT:

But if you say the service bureaus only

future is to continue in this way, I think you are making a
mistake.

PARTICIPANT:

I didn’t say that.

PARTICIPANT:

Because the service bureaus are trying

to get more professionally oriented by adding 30 and $40,000
men to their staff, by providing the controller type of skills
in conjunction with the sale of computer time.

PARTICIPANT:

I must give you this.

You have given me generalizations, so
I read the bankruptcy section of the New

York Times religiously, because we do a lot of work in the
field, and one of the industries that keeps popping up con
sistently is the service bureau.

successfully.

They cannot seem to operate
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Now, this, of course, is the normal run of service
bureaus that would be interested in this type of work.

The

larger service bureaus—I am talking computer sciences, and
the others who have organized as businesses should be organized,

perhaps they would constitute a problem, but I really don’t

think they are interested in that type of work.

It is too much

detail.
CHAIRMAN CAREY:

I think we will hear from John on

this.
PARTICIPANT:

I am sure we will.

I am interested in

hearing from him.
CHAIRMAN CAREY:

We might as well now.

It is appro

priate.
PARTICIPANT:

I have to smile a little bit, because

within the last two years we have lost two accounts to service

bureaus as such who have taken over or who have offered at a

comparatively ridiculous price to the general audit function
and tax service, and so on.

Let’s say about $40 compared to

$200 for any period of time, by that ratio.
It constantly comes to our attention, too, for ex

ample, Esso, I understand, has just recommended a commercial
service bureau, bearing out what you said, to all of their

service stations.

Of course, a lot of this type of work at
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this moment, and, again, this would be getting into what I have
and this way I won’t have to make a reservation, but while I

see it in the level of, let’s say, the drug store, the service
station, and that type of retail establishment today, this
might be a type of work that is write up a little bit of sales

tax, a little bit of payroll tax and income tax which is in
cluded in the services.
I do see that moving up to the area where somebody

who can perhaps offer a small manufacturer a nice package for,

let’s say, job cost, or to any other industry, they do become
specialized and believe they are adding to their service fast

and furious.

Too, you get the trained men.

This will become

a very serious problem to the CPA.
It will simply be price, and I feel that the reason

that it is an appealing thing to a small business is that in re
ality if he does have a CPA firm, my own opinion is that our

fees as CPA firms are so high that it is really a big chunk of
his budget’s total operating expenses, and that is a pretty
big drawing card.
CHAIRMAN CAREY:

PARTICIPANT:

Len?

Can I make a comment on this.

I think

if there is a service that can do the same thing we are doing
for less money than we are doing it, and they can do it as well
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as we are doing it, then let them do it.

We are talking about

reaching up and training and educating ourselves into areas

above, and if this means letting go down into the bottom, let’s
go.

It doesn’t make sense to try to compete with the
machine that can do something if it can do something as well

as you can do it for a cheaper price.

I don’t think it is a

problem at all.

CHAIRMAN CAREY:

How about merging with the machine

though.

PARTICIPANT:

May I make a comment on that?

CHAIRMAN CAREY:

PARTICIPANT:

Go ahead.

I think we are talking about the same

situation we have with tax returns at the present time.

It is

just not economical for an accounting firm to prepare a tax
return for an individual, unless you can get a certain basic
fee, and I don’t think the future lies in doing bookkeeping
work for clients.
We have given a lot of consideration--I spoke to

John on the phone.

He was nice enough to speak a few minutes

with me as to the installation of a computer in our office.
are looking forward to justify itself initially on a service
bureau operation, but from a long-term viewpoint, we are not

We
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interested in a service bureau operation.

CHAIRMAN CAREY:

Isn’t it a mistake to regard this

as merely bookkeeping?
PARTICIPANT:

Yes.

We are interested in learning

how to use the computer, because we have some sort of silly
idea perhaps that the computer will enable us to do work we
are not capable of doing right now because of the size of our

staff, and I am thinking particularly of areas you have touched
upon, Len, in the sense of budgeting and projections, and a
few of the other areas that people are willing to pay for,

that we can probably do a professional Job in.

CHAIRMAN CAREY:
PARTICIPANT:

Herb.

I would like to direct a question to

Charlie on this particular point.

I raised this question about

a month or so ago after reading your item in the monthly bulle

tin of the Institute encouraging us to get into this area, and
I would like to know what effect this has on our attest func

tion.

Isn’t this really your write-up?

We program a serv

ice machine to keep the records for our client.
audit that client and render an opinion?

Can we then

I know the SEC says

we cannot do it in the case of where we enter anything into the

records, and while the Institute permits us to do write-up work,
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I question that.

Many of our small clients tomorrow may be a public
company, and we may be losing clients by going into the serv

ice bureau operation.
In answer to Jerry, we tried the service bureau oper

ation and it didn’t work, and we were very happy to get out of

it.

We got into it for a very short time because some of our

clients insisted on it, and I feel that this is in the area of
write-up work, and as an accountant I think Len made the point,

we should upgrade ourselves, let’s be auditors, let’s be ac
countants and not bookkeepers; controllers, and all the things
that we are not expected to be and never went into before, or,

at least, we have been trying to get away from this area.

Let’s

not go back into it again, and as the American Institute has
considered this question of whether or not we can render an
opinion on the client where we programmed his books, books of

original entry as well as some of his other records.
CHAIRMAN CAREY:

PARTICIPANT:

Charlie, answer the question.

Taking the last part of it first, if

you go into the service bureau business, merely for service

bureau business to satisfy the needs of the client, you are
probably predisposed to eventually throw it out in any event,

unless you are going to eventually use it to help you upgrade
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yourself, being an additional tool to be able to make you more

effective in working in some of the more critical areas you are
referring to.

I agree completely that if we are just replacing it

for write-up work, I would drop it from the whole profession,
but I am sure that there are members of the profession who do

not feel that way, but, speaking specifically from the point

of view of the Institute, and I am not familiar with what the
Institute has done in this area, there is an independence in

the accounting decisions that have been made, and as long as
the client is making the decision as to what the accounting
distribution should be, capital expense, the balance sheet

distributions, and so on, I see no problem in having anything
unrelative to the accounting decisions.

If we make the ac

counting decision, we are in trouble.

Then the second part of it is the objectivity, if
you will, relative to the mechanics of what is done with the

accounting decisions that have been made.

In the original

where your hand goes out and poses itself in the particular
column, this is pretty clear, even in my own thinking as to
the fact that you cannot be objective as to what your hand

does.

Then you start moving from that into more sophisticated

systems to the point where you have a computer, and they bring
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you the data, and that is processed through your computer, and
you could carry it on to the next stage of evolution where pos

sibly there will be an in-put out-put operation in your client
operation where you sit with an oil can and a black box in your

office, not doing a thing?
the process?

Do you lack objectivity relative to

I don’t think so.

I think you are objective in

the original design that was being made.

The objectivity that

is being created is on the individual decisions.

PARTICIPANT:

I don’t think there is a problem.

May

be somebody has something further on this.

CHAIRMAN CAREY:
PARTICIPANT:

Leonard.

I would agree generally with that but

I don’t think the general service bureau is a substitute for

the attest function.

It cannot be.

It simply is faster, a

faster mechanical way of keeping the books.

If the attest

function is needed by business anyway—it is not going to be

replaced by a service bureau.
I think that what really happens in a lot of the
smaller companies is that the kind of service being rendered
is not particularly the attest service in the first place.

It

may be incidental, and in some cases we have interpreted it as
being not really of interest on some of the things that come to
our attention.

It isn’t particularly important.

If the service
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bureau will take it over, well, I don’t think the accounting

profession has lost anything very great at all.

You take a

bank, it is going to keep the books for one of its customers.

This is a natural outgrowth of keeping their deposit accounts
and keeping their loan accounts.

not want an audit.

Perhaps the business man will

However, you get one other bank in there,

and they are sure going to want an audit, and they are not
going to want the other banks internal auditors.

They are

going to want outside independent accountants.
CHAIRMAN CAREY:

PARTICIPANT:

Tom?

I agree with Len.

I don’t think that

the recording of information is a serious barrier to the attest
function, but some of the other things we have talked about,
assistance to management, perhaps assistance or preparation
for developing of information as to whether a new plant should

be opened, going into a new field, a new product.

assist in this area, I think there we

When we

have a serious question

as to whether we could still maintain our independence, because

a year or so later, we then come in and examine the results,
and they can also be measured against the forecasting or the

assistance that we provide in arriving at these decisions.

This is a problem we have, Jerry, and I am sure you
have it, where you are assisting in this area.

Where do you
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draw the line, and when do you have to give up your attest func

tion.

CHAIRMAN CAREY:
PARTICIPANT:

making a decision.

Len?

The way we draw it, we draw the line in

We will not make a decision for management.

We will present them with all the alternatives and give our
views on each one of them, but we let them make the decision.

We really try hard not to decide for them.
CHAIRMAN CAREY:
PARTICIPANT:

Personally.

That is what we keep telling ourselves,

but from a practical standpoint, the recommendations are gen

erally—
PARTICIPANT:

Up.

PARTICIPANT:

—weighted, and if the client does not

have a sufficiently strong staff to go over everything you have

done, they are going to follow your recommendations.

So from

a practical standpoint, much of what you indicate or recommend
would be acted upon, and I think very often you have made a

decision.
CHAIRMAN CAREY:

I would like to hear from someone

who hasn’t already spoken, if they have anything to say, before

we quit for lunch.
PARTICIPANT:

I thought Charlie’s point on the
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original statement about service bureaus and banks taking over
some of the internal work of some of our clients is due to the
fact that we might not lose--we could possibly lose some of the

attest function, but we could lose a lot of the other work
which would normally come to us in that the service bureaus
are hiring very expensive help, CPAs, too, I suppose, and

former controllers and cost men and offering this service along

with their mechanical services.
So that we would lose out.

I thought that was a

point you brought up.
PARTICIPANT:

But there is also a direction on the

attest function.
PARTICIPANT:

We could lose some of the attest,but

I think the biggest portion of our business is—the biggest
portion that we could lose is on other services which we audit

beside the attest function.

CHAIRMAN CAREY:
PARTICIPANT:

Len?

That need not be a great danger either.

IBM has offered a tremendous service for free to their cus
tomers for a long time, and that has not stopped us from doing
a lot of work.

CHAIRMAN CAREY:

I would like to ask who here has

lost a client on account of computer services by lay agencies.

112

PARTICIPANT:

Two.

PARTICIPANT:

An audit clerk or a service bureau.

CHAIRMAN CAREY:
PARTICIPANT:

Dan?

I would like to suggest those clients

may be very foolish.

PARTICIPANT:

It would seem to me that if the control

of one’s books was placed in some outside agency, there would
be every reason to have an audit, even more so than if the con

trol of the books rested with the client himself.
CHAIRMAN CAREY:
PARTICIPANT:

Did you want to speak to this, Jule?

Not to this point, but to make two other

points that are not in this auditing area.

One is that I am a

little bit concerned if we get too much into this compliance

area if we are attesting to something which, in effect, makes

us--I think you used the words, Jack, an arm of a governmental
agency.

area.

For example--I think we better be very careful in this
We have, as some of you know, just in the past year or

so, been talking with the FPC about making examinations of data
to be filed in connection with rate cases, and a number of us

got together and exchanged ideas as to what we thought we ought
to be doing in this area, and we went down and had a session

with the FPC.

This was through the American Institute Committees.

We backed off from what the FPC originally had contemplated,
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and eventually they agreed with us, and our attesting was

limited to attesting that the information, certain specified
information, included in these rate figures was taken from the

books.
Some of us had a little difficulty in seeing how this

would be of help to the Federal Power Commission, but they
seemed to think it was.

When we got beyond that, I think we

are getting into somewhat the same area that we were talking
about earlier.

We cannot be revenue agents.

I don’t think we

want to be enforcement arms of any Federal agency, and to the

extent that we are extending the attest function in this area,

I would be much disturbed about it.
The other point I would like to make is that I am
also disturbed by what we are referring to as auditing of

management.

Maybe it is because I don’t really understand it,

but I think we are asking for trouble when we start to attest
that management has done a good job, and that is a simplifica

tion I realize, but I think we ought to be awfully careful in
this, and perhaps some of you can educate me as to what Walter

really meant.
When talking about this, I suppose one of the key

factors in being able to do such a thing is to develop standards
by which we can measure.

I for one kind of doubt that any such
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standard can be built up or even that the CPA should attempt
to build them up.

CHAIRMAN CAREY:

It is time for cocktails.

(The meeting recessed at 1:00 p.m.)
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FRIDAY AFTERNOON SESSION
May 21, 1965

The Seminar on Long-Range Planning resumed at 2:00
o’clock, Mr. Jack Carey presiding.
CHAIRMAN CAREY:

Since John is going to talk about

computers and the matters we were discussing before lunch when

his time comes tomorrow, I thought maybe we ought to drop that
for the moment, and I would like—there is a certain sequence
developing here between reporting to investors and opportunity

and accounting and tax practice, and I would like to go to
Charlie, if nobody objects, and let’s get the problem of

management services.
PARTICIPANT:

They all relate.
I think the place to start probably is

maybe to make sure we agree among ourselves.

If you understand

the frame of reference from which I am referring when I talk

about managing services—there are two types, possibly a third,
but two types of management services.

consultant.

One is what I call casual

This is what is done by any intelligent profession

in his day-to-day dealings with his client.

This is not MS as

MS is the project advertised type of consultant,

I see it.

something in which there is a beginning and an end.
This is a definition that is objective.

engagement.

It is an

This is management services from my frame of
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reference.

As to what is included, this gets into the basic

problem of scope.

I think your Chapter 11 gives a perfect description
of the two basic philosophies that are currently being expressed

in defining scope; one, which is shown in the body of your text,
which is the copy, must relate to the information system, and
the other which is shown, an addendum is based on the fact that
it must be problem solving oriented or related to the solution
of management problems.

Our MS Committee has been giving this considerable
thought, and these are the two essential philosophies that come

out of it, also, although they are here in reverse order.
The problem solving approach is the majority view of
what our scope should be, and the information system’s approach

is the minority group.
I think there are a number of reasons why we feel that
information system should not be the basic approach.

From my

own point of view, there are two items in this problem solving;

the first one relates to the fact that it is the most broad,
rational view that I can possibly conceive of.

Offhand, to

some of you, this might sound basically negative, we shouldn’t
go.

I think that as a first attempt, we should be going and

then let it define itself over a period of time, compressing
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down on what the scope should be.

principles.

We talk about accounting

We have gone broad, and it is evolving now.

should we do anything else?

Where

Quite frankly, I have little con

fidence in our profession, in my own firm, to be smart enough

to take a narrow scope and control it as it expands.
I just don’t think we have that much insight into

our clients’ needs.

The second reason, which I think is much more approp

riate than the first, is that it is much more realistic from

an operational point of view.

When you go or when you come in

to help management solve some of the problems of the managing
departments that you go into, it requires various disciplines
in order to observe it.

If we see we can only approach it from

a narrow system’s point of view, we can only attack that portion

of the problem which relates to systems, to information systems,
and I think we are defeated from the start.

I don’t think we

should be in it in order to be able to attack the problem.

We

should be able to go to the roots, not just a portion of it.
This relates to informational systems, and I feel
quite strongly that we have to have the flexibility to be able

to go in and solve the problems, wherever they happen to be.
A further aspect on this matter of information systems,

right now there is a dichotomy, a separation of accounting for
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the transactions.

For example, we will have a payroll depart

ment, a payroll accounting which may be done in a separate

group, or we may have production control with inventory account
ing in a separate group, with computerization of the tendency
for the two to be pulled together.

Some of the people that have done accounting in the
past will no longer be doing accounting, but it even goes one

step further, which is a further problem with the information

systems, because we would be combining the things transactions
with the dollar transactions in strictly informational systems,
but the next step going beyond that is the combining of what

I call process control with information systems.
Process control which is, say, in an oil refinery,
where they have developed techniques by which the operations

of the entire refinery are computerized.

With time, the com

puter programs for process control and the computer programs
for information systems, both things and dollars, will tend to

be combined.

We are going to have brand new competitors in

this computer field beyond CPA’s, and I don’t agree with you

that the new group of information specialists per se are going
to be the ones that will evolve out.

It won’t be information specialists, because that

presumes that information itself is the end objective.

The
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process is the end objective, and the information will be
blended into the process itself.

So that the actual manufactur

ing or the actual process, or whatever it happens to be, will
be the point at which accounting will actually take place.
So thinking through as to whether we can equip our
selves to information systems with the information systems

disappearing in the process control, this is the further place
on it before going much more broadly on the problem solving
approach.

How we get the skills into our profession is very

difficult.

We talked a little bit this morning about the

problem of getting a highly trained tax accountant or tax

lawyer in our organization, and we are starting off there from
a premise that each one is business oriented, and each one has

the knowledge of accounting.

We are moving into new disciplines

where people have their entire academic background founded in
different professions, in different disciplines than we have

had.
A two-day seminar on operations research is not going

to make you an operations research man.

As a matter of fact,

a month’s seminar will only barely scratch the surface with
you.

The only way you become a production control man, or

measurement or specialist, or a computer specialist, is to
_____________________________________________________________________
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specialize in it.

Now, how we get these people in the profession, well,
I am sure that not all of you will agree with my view, but if

we are going to offer the best quality of service we have to
open up the profession to allow these other disciplines to join

us.

Accountants are not that broad.

Their training is not

that broad, nor can they become trained in so many diverse
areas.

So my point is that we have to open up to allow

engineers, people who are trained in mathematics, people that
are trained in economics, and so on.

This further requires

some type of accreditation, I believe, for these other people
to be enfolded in our total body.

So as far as conclusions on scope, keeping it broad,

let it evolve to its natural, and allow new people to join us
with new training and backgrounds to supplement that which we
have.

Going on into the attest function, that is also one
of those items--as I view it, we have already talked about
attest in taxes, but in broadening the attest function, I see

attest is going in two directions. One of it I don’t like, and

maybe I am making these things too black and white, but this is
the way I categorize as maybe the simpler test.
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The type of thing we were reading about where a CPA

would certify to the fact that the cost of a used car to the

dealer was X dollars, that is a broadening of the attest func
tion, a type of which I would not think would be desirable to

the profession.

These, I believe, would be demeaning.

There is another whole area of attest expansion which
we discussed very briefly this morning which gets into the
management audit that you mentioned.

Right now the words

management audit is a completely erroneous one--at least from
what the words themselves mean.

The way it is being applied--

management audit as people are currently applying it is to go
in and review management and then tell them where they are weak.

This is like our going in to perform an audit, and then our
report would be the journal entries.

This is highly constructs

The second is the management audit itself, as it will

eventually or should be something in which we would make a

representation to a third party as to how we viewed the accom
plishments of management, why would we want to get into some
thing of this type, skipping over the difficulties in being

able to do it.
I think that with pressures mounting for increased

accountability, more companies coming under public scrutiny,

more information being demanded of management, that with the
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passage of time, social pressures are going to require an

accountability by management going beyond just a sheer or the

sheer economics themselves into how they have fulfilled their
obligations as management.
As this takes place, somebody has to expand to its
pressure.

We are in a key position to be able to do it if we

are prepared and thought it through.

If we are not, possibly

some other group, it might be the government itself, would
step in as a part of the role, and they are doing that in some

areas, not in the way they could at some later date.
However, I think in response to social pressure, we

should be giving some thought to this, but in order to be able

to evaluate the performance of management, it requires certain
standards of performance, certain principles under which they

would operate, certain standards of evaluation—what we would
give, the way we would be approaching this, the evaluation of

what they have done, a very simple thing.

We have been doing some research and trying to take
a little bit of the junk rather than go the whole way.

This is

to say, well, can we give a certificate of some type to an

organization under financial controls.

This is a first step.

We have done some research on it and have not come to a conclu
sion on it yet, except that the conclusion is a hellish thing
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to do, but to get some criteria for measuring, well, there are
some things that can be done in this area.

You can have some objective measures.
all have to be supplemented.
control job.

control?

It doesn’t

For example, someone does a

Sales increase or decrease.

What happens to the

You can somewhat objectively measure the effective

ness of the control and the intention of coming out with some

type of evaluation which you say to management, why, we have

reviewed your financial controls systems in accordance with
the generally accepted, something or other, and in our opinion,

it is good, bad or indifferent.
If we cannot do this, we won’t be able to go to the

next step, which is management audit itself.

I think we are in a unique position to do some resear
in this field, and I would like to see more people thinking in
this particular area, and this is the way I view the eventual
evolution of the attest function itself.

There are going to be other opportunities for attest,
but I think this is the critical one.

The others will take

their shape naturally.
CHAIRMAN CAREY:
pose two words.

Thank you.

I would like to inter

One, your separation at the beginning, Charlie

between the casual advice to clients and the structured
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management services engagement is a little discouraging.

It

seems to me that it ought to be structured all the way down.
It seems to me that any management service is essentially an

effort to help the management run its business better at any
level, high, low, a separate fragment of the problem or the
whole problem, and while I think you are right in saying that

the average auditor or CPA gives his advice casually, I would
like to see an effort made to develop a philosophy, a body of
knowledge which is applicable to the small business as well as
to the large business,

so that the average CPA would be dealing

with a discipline when he does this instead of just bright ideas
that happen to come to his mind as he makes the audit.
Speaking back to this, I indicated

PARTICIPANT:

there was a third way which is taking place in my mind.
hasn’t been applied.

I am sure that it is coming.

It

I have

called this, more or less, short cycle consulting, which is
between the hour, day-to-day type, as opposed to week-to-week,

two years type.

This would be applied where, primarily, in

the financial controls area, the auditor can be expected to be
able to build on his basic strength and be a fairly good con

sultant in these fields.
I think that we can expand on his knowledge in the

financial controls field to the point where he could take on
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almost any engagement in this area.

•

His background is in

accounting and finance, and with some training he should be
able to go all the way.

The reason I call it short cycle is because it is
scheduling problems.

If you get a man in a six-month project,

this can play havoc with his audit schedule.

So short cycle,

taking it on yourself, if it is longer than a couple of weeks,
something of that type, we will bring in the MS people.

CHAIRMAN CAREY:
this subject?

Don’t we need more literature on

We really don’t have much.

PARTICIPANT:

Yes.

In the other areas of MS, I think

that merely a superficial knowledge of the various areas, produc
tion controls, economics, concepts, all these various things,
just a superficial knowledge to generally discuss with his

client is all that is needed.

Your client in the small size

category doesn’t need much more than that.

If they do need

much more, they would need a specialist.

CHAIRMAN CAREY:
PARTICIPANT:

I go along with that.

The second word I wanted to say was

with reference to the positions which you say were one way and

the other way.

Actually, the position I tried to take was

neither, that management services ought to be confined to the

information system in its extensions or that any problem solving
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of the systems to management was appropriate.

we have to pace this issue.

•

I don’t see why

All I have tried to say was that

the beginning for the CPA as a CPA broadly is in the financial
information systems.

The lawyers have never consented to define

the practice of law, and I have an intuitive idea that it is
wrong for us to try to define the practice of accounting.

Why

can’t we leave that question to the market place, if you like,

as to what happens, and just say that this is where the average
member begins?
When you try to rationalize this problem solving

approach—I promised this morning not to argue, but I cannot
help it on this one.

It seems to me that your committee is

laying itself open to a charge of self-serving rationalization,

because the management consultant can say, well, the management
has a landscape gardening problem that is a problem; should an

accounting firm be employed to do this, and so on.

You have

got to get some sort of substance area involved in this defini

tion, it seems to me, for it to stand up, and I would rather
do nothing about it at all.

CHAIRMAN CAREY:
speak?

Leave it to evolution.

Who wants to

Si?
PARTICIPANT:

I think that the profession has to face,

and I find the whole concept, I must confess, that the profession
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has to face is the fact that we are going to adopt, and it

seems reasonably sure that we are because all of the major
firms and many of the medium ones, are already in the businessif we are going to adopt anything like this problem solving

approach, even if it is further defined, which encompasses dis
ciplines such as mathematics, statistics, operation research,

which is an application of those, economics, psychology, engine

ing, industrial management, and areas of that kind, it seems
that we are developing a whole new concept of profession that
is no longer accounting.

The people who do this type of work and are employed

by the major firms with MS departments are not accounting
people; they are people trained in these disciplines. So that
we are no longer a CPA profession, even though we may choose

to retain the name.
There is some question in my mind as to whether we

are a profession any longer, because the word "profession" to
me implies that people are trained in the broad principles of

the profession, such as medicine, the law, et cetera, and that
they may thereafter specialize in particular areas of those

broad principles.
Well, that is not what we are talking about here.
We are talking about major firms hiring actuaries to service
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themselves, their clients, to do pension planning and profit
sharing plans, and so forth.

If this is what we are getting

into, then I think that the profession should make it very
quickly known to the bulk of the members of the profession who
are not yet equipped because of the size of their firms, to
render this type of service, so that these people can decide
what they are going to do about the future of their firm.
I for one find it frightening.

We couldn’t even

remotely offer this type of service, and if I am going to be
competing against other CPA firms, which are no longer CPA
firms, who are rendering all of these types of services and
disciplines other than accounting, then I have to do some real

thinking about my future and the future of my firm, and how I
am going to retain my clients and how I am going to compete

and where I am going.

CHAIRMAN CAREY:
PARTICIPANT:

Who is next?

Len?

This keeps crossing the area that I

was going to talk about, which is education and training.

cannot help it.

It just works that way.

You

However, without

getting into it too deeply, my thoughts again on this are Just
like they were when Herb spoke about the tax practice and hiring

lawyers.

I said I thought accountants could do the job.

We talk about management services.

Charlie, you said
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that a two-day course doesn’t make an operations research man,
nor does a one-month course.

I don’t think a one-semester

course makes an auditor or a two-semester course, and I don’t

think a four-year course makes an accountant.
I think all these things start at the educational

level, and what I hope to throw out for discussion when we talk
about education and training is to provide courses like this,
and then on-the-job training, under direction of people who are

experienced in these fields, and eventually on-the-job training

and proficiency, et cetera, but I don’t think we have to hire
engineers and lawyers.

I think if a person has the interest and has the
basic schooling of these things, that it is on the job that he
is going to learn about it, not in the university as such, and

that an accountant with a good accounting background can pick

up these things if he is interested in them.
There are doctors today who specialize in orthopedics
who cannot diagnose a common cold.

They specialize.

Neverthe 

less, they had the basic training, and then they channeled into
another area.
I don’t want to get into it now, because I will talk
about it later, but that is my thought.

CHAIRMAN CAREY:

Walter?
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PARTICIPANT:

Well, I am a little disturbed here as

to what the approach to the public accounting profession should

be.

I would like to look at the public accounting profession

as a service organization, not only oriented to accounting in
a very limited sense, but the broad service function on a

professional basis to our clients.

I think that any of the

firms, whether it be a small firm or the largest firm, really

made up of individuals, individual companies, and also, hope

fully, with good professional training--within a firm as large
as ours, there are people that are very competent who go out

and schedule the freight cars running in and out of railroad
yards, and there are others that we wouldn’t want to get within

ten miles of yards, as an example.
I think if we watch what we are saying, and this is

back to what was said in the tax practice, if you know when to
yell for help, that a person who is not professionally competent
to do a job should not take that job on.

So there is a discipline that we as a profession have

to take on.

We should offer the widest scope of services, but

making sure that the person we put into a given engagement is

fully competent to take the job on within that scope; provided
we can put people into the engagement that are professionally

competent--I feel the field should be that broad, whether it
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is accounting, industrial engineering, as long as we stay out

of legal and the medical profession.

PARTICIPANT:

Why, only because it is against the

PARTICIPANT:

That is right.

PARTICIPANT:

If it weren’t against the law, you would

law?

say, let’s get into that, too?
PARTICIPANT:

I think I might.

PARTICIPANT:

Sure.

PARTICIPANT:

That is why you are not in law today,

That is right.

because it is not in the tax practice.

PARTICIPANT:

I think we are a service organization.

If we can help our client on a professional basis, we should

take everything we can squeeze
PARTICIPANT:

in there.

Provided we have the professional

personnel to do it.

CHAIRMAN CAREY:
PARTICIPANT:

Herb has the floor.

I have a little different view on it.

I think perhaps I am differing with you, Jack, when you say

to let it evolve and not try to set some standards today.
I think we should do the kind of work that we are

competent to do, as in the tax field.

I never felt we were

competent to represent a client before the Tax Court or the
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District Court, because we are not—clearly, that is the prac

tice of law.

However, when we get into the gray area which is

closely aligned to the practice of accounting, and this applies

in tax work as it does in management services—I think perhaps
we should lay some ground rules and not try to go too far

afield, because then we will not be a profession, and I agree

with Si.
Should we do engineering work?

Should we do plant

layout work, which is an engineering function, which is not
aligned with the practice of accounting?

Now, there are, obviously, many, many management serv

ices that we as accountants have always done which we never

called management services, but we have always done it.

I think

now we probably more and clearly define the definition of

management services, and now we have given it a label.

We

charge special fees for it.
Before we just threw it into the practice of account

ing, and I am only afraid that if we get into these other areas,
Jack, we are going to find that we are not a profession; we are

going to find that we are going to have the management consultants
who are strictly engineers on our backs, and perhaps asking for
more trouble than we are prepared to reckon with.

If, however, we clearly define the types of services
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that we can offer to our clients that are clearly within our

own competence, and we are willing to fight for those, for the
right to practice those services, then I think we are in a
direction that we could support later on, and I go back again
to taxes, because I think probably the same thing holds true

in taxes.
I have always felt, as I said before, that there are

areas of taxation that are clearly within the field of the
practice of accounting, and there are areas, some areas of

practice of taxes which are clearly in the area of the lawyer,

and if we will—as I said before—in practicing before the
Tax Court, I have never attempted to practice before the Tax

Court.

So if we define it now, perhaps we will avoid problems

later on.

I do agree with you that the gray areas, and there
are many gray areas, should evolve, but at least let’s define

the areas that we are competent to practice.
CHAIRMAN CAREY:

You might be accused of saying it

is all right for a CPA to practice a little tax law, but not
a little engineering.

PARTICIPANT:

Yes.

CHAIRMAN CAREY:
PARTICIPANT:

Bert, you had your hand up.

Well, I was going to say that Charlie
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mentioned before about being engaged to a management services
Job, to investigate a certain area of the corporation.

Now,

who employs you to do that, the management or the stockholders

of the corporation?
PARTICIPANT:

And whom do you report to?

PARTICIPANT:

Ninety-nine per cent it is management.

PARTICIPANT:

The management, but as an auditor we

don’t report to management on a financial statement.

PARTICIPANT:

Yes and no, we do.

CHAIRMAN CAREY:

You report to everybody, management

and anybody else who is interested.

PARTICIPANT:

Sure, why not?

PARTICIPANT:

The record is addressed to the company,

PARTICIPANT:

That is true, but we are appointed not

isn’t it?

by management to do the audit generally.

CHAIRMAN CAREY:
PARTICIPANT:

That varies, too, doesn't it?

It depends on the size.

It might be

one and the same.

CHAIRMAN CAREY:

Sometimes you are appointed by the

president, sometimes by the board of directors, sometimes
elected by the stockholders.

There is really no pattern in

this country, is there, as to who appoints the auditor?
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PARTICIPANT:

I think Bert’s point may be how in

hell can you expect to independently and objectively judge the

performance and report on the performance of the guy that hires

you, and I think that is a real problem.
CHAIRMAN CAREY:
PARTICIPANT:

You had your hand up, Leonard.

Well, that is true about any audit,

almost any audit engagement, whether you are appointed officially

by the directors or by the shareholders.

It is almost always

the management that really makes the choice, and the share
holders sometimes have a right to vote for or against, and it

is a very unusual circumstances when there is any opposition.

So that effectively management selects the auditors, too.

The

situation would be no different there.
CHAIRMAN CAREY:
PARTICIPANT:

John?

There is just something occurs to me

that maybe we forget about when things have happened years ago.

Herb, you remember there was a day when there wasn’t an income
tax law, but there were accountants.
PARTICIPANT:

Do I remember that?

CHAIRMAN CAREY:
PARTICIPANT:

He is not that old.

CHAIRMAN CAREY:
PARTICIPANT:

I remember it.

I remember it.

That was 1964.
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PARTICIPANT:

I only made the observation that sitting

here for the purpose of bringing out a point I was going to
talk about, but in management services, let’s use that tax thing
which we spent a lot of time on this morning.

some voids or some needs.

We took part of it.

We filled in

The Bar Associa

tion, let’s say, took a part of it.
Going back to Charlie’s presentation, which I thought
was good, excellent actually, there is a need, apparently, for

some kind of service for we CPA’s, and I think that we stand or
fall by whether we take up the slack and offer the services as
a professional type of service or we stand back and we permit

somebody else to take up this type of service to our clients,

whether they be engineers—and I think it is wrong, Herb, to

think of MAS in terms of engineering.

I think that is only one

little segment again, but I am firmly convinced that the CPA

certainly must make a decision very shortly as to whether he
will provide these services as a profession, because if he

doesn’t, there are going to be people who will fill in that area

of service who are not qualified.

I have run into so many management consulting firms,
non-CPA, who are offering a type of report, a type of advice

that is sickening, and I think that we are a little better
qualified than this average group that is now attempting to
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bust into this field.

That is my observation.

CHAIRMAN CAREY:

PARTICIPANT:

Tom?

John, I think one of the nice defini

tions I have heard of accountants has been business doctors, and

if we are business doctors, I think that we should be involved

in all aspects of business.
We should recognize what areas we are not very con

versant in and then call the specialist, just as our general

practitioner does.

I think we should seize on this definition and do as
much as we can in the area, getting assistance where we need it

CHAIRMAN CAREY:

remark about competing.

I would like to refer to Si’s earlier

It doesn’t seem to me it makes too

much difference whether a firm within itself has all the related
skills or whether the general practitioner or the diagnostician,

as Len said earlier, determines what the client needs and brings

in outside consultants or specialists.

You either have them in

the house or you get them another way.
PARTICIPANT:

It makes all the difference in the

world, Jack, and that is the crux of my whole position, that

in the medical profession, the specialists are not engaged in

the general practice of medicine.
the general practitioners.

They are not competing with

Here, however, the major firms and
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the largest medium firms which are offering all of these manage
ment services, are also competing with the smaller practitioner

in terms of a general accounting practice.

CHAIRMAN CAREY:
PARTICIPANT:

That is true.

So that the difference it makes is that

I am not going to get the client, the client is going to go to
someone who can offer him everything I can offer plus, and I

just want to clarify one further point.
There is some confusion about what I was talking about.

I am not finding fault--I am not sure that I am finding fault
with anything.

I am talking off the top of my head.

However,

I am not finding fault with accounting firms engaging in that
segment of the management services work which relates to the
whole financial management information system.

I am talking

about accounting as far as not referring matters to other
specialists, but employing for a salary engineers, mathemati

cians, actuaries, economists, et cetera, et cetera, who know
nothing about accounting or are in completely unrelated discip
lines, and charging a fee to the client for the services of

these people.

That is what I am referring to.

CHAIRMAN CAREY:

PARTICIPANT:

Len?

I definitely agree with Si on this.

I

think it makes all the difference in the world whether you bring
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in an outside consultant who issues a report to your client on
his letterhead or whether you have these people on your payroll
and you issue a report on your letterhead, on the basis of find
ings by a person who is not even qualified to become a partner
or a principal in your firm.

He is actually a layman.

He

doesn’t have the accounting background.

The partnership is taking responsibility for what is
said, and they are strictly relying on what somebody else is

saying.

I think that makes quite a difference.
CHAIRMAN CAREY:
PARTICIPANT:

Charlie?

I am intrigued with how universal account

ing is in being the font of all wisdom, quite unlike the medical,
profession which evolved into specialties.

Accounting is at

its beginning within the framework of business a specialty
already, like ear, nose and throat is to the medical profession

in itself.
I think it is unrealistic to expect to be able to
split a problem and say, we will take on a little chunk of it—

layman or no, we either have to be in a position to compete or
we should not compete at all.

I am not concerned, really, at this stage as to the
professional competition.

I am talking about the competition

with others outside the profession.
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•

If we can only take a little segment of the problem,

you are not going to serve your clients properly.

You start

off with a little cost problem, and very quickly you are into

industrial engineering, quality assurance, marketing, and right
back to cost.

These things you just cannot pin them down as

one little segment.
If we are going to force clients to define their

problems relative to our view of what we want to provide them,

I would suggest that we not start it in the first place.
PARTICIPANT:

But didn’t you take the exact opposite

approach when we talked about taxes?

You said we can take a

tax problem up to a certain point and then turn it over to the

lawyer.

Now on the other problem, I think if we were in the

same position as the tax people, we would have to have—if it
was

legal for us to practice engineering, we would be forced

to do it, but we are not forced, and I submit that if we did

not have the law firms, the legal requirement that we could
not take it to court, that we would.

PARTICIPANT:

Why don’t you hire the lawyer then?

PARTICIPANT:

We cannot practice as a law firm.

In

the other countries outside the United States, in Switzerland,

for instance, our firm is a law firm and an accounting firm.
They practice both law and accounting, because it is satisfactory
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to do it that way.
One other point I would like to make, too.

I have

had a chance—I am, basically, an auditor, but I have had a

chance to see a number of these disciplines from an auditing

point of view, and quite frankly I think our auditing knowledge
is considerably behind some of the other disciplines in getting
them structured, getting itself structured.

I had this forcibly brought home to roost within the

last week in an advanced financial control seminar.

I have

handled financial control or advanced seminars in computers

and work measurement, in data processing, in a number of things,
and every one of these things comes out very well.

They all

understand the terms, they all understand the mode of operation.

There are certain disciplines that are expected step
by step by step.

When you start moving into financial controls,

it is an abortion of these people.

Everyone is going every

which way, and these are our audit types.

I would much rather

have the type of structuring and discipline that we have in

the industrial engineering than we have in these others.

I

think we have a great deal to learn from these other disciplines,

rather than shying away from them.
CHAIRMAN CAREY:

Well, it may be true that accounting

and auditing have developed pragmatically by people working at
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them rather than scholastically or philosophically or academical


ly, or whatever the word is, as the scientific and engineering
disciplines have developed through the mathematical approach.
I mean, you have got a scientific basis in this area.

You have

got what is useful, and it sort of grew like Topsy.
The first talk this morning was supposed to have been

the definition of accounting, what is accounting practice.

I

am kind of happy that we didn’t start off with this accidentally.

PARTICIPANT:

You are still on it.

CHAIRMAN CAREY:

But now we are beginning to get some

basis for talking about it, if you want to.
Everybody here says he is not an accountant, or this
is not accounting, but nobody has agreed on just what that word

Len?

means yet.

PARTICIPANT:

Well, I would like to talk against the

point that Len made that we go out and hire a lot of people in

industrial engineering and other fields of specialization,

people who are not qualified to become partners or principals
of the firm.

That is not true.

They become principals.

If

they don’t have a CPA certificate, and we regard them as the
equivalent of partner in every way except that we cannot call
them a partner--I think that is true of your firm, Charlie, and

most of the other large firms.
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Whether that is right or not is something that you

decide for yourself, but it is being done.
here and now.

It is being done

We have done it because we had to, because we

had demands for the kinds of services these people can provide.

So we go out and look for the best we can get and
train them, and they have been a very, very valuable contribu
tion, we think, to our firm, to the profession in general, and

to business.

CHAIRMAN CAREY:

I think we have to remember that they are

still under our control.
parties.

John?

I just want to make a short addition

PARTICIPANT:

to that statement.

Let me see.

We as CPA’s are the responsible

I was forced into doing this very same thing.

to hire an engineer.

I had

I had to hire, in short succession, about

six specialists, all non-CPA’s.

I was very unhappy really, as

a CPA and a practicing CPA, and at one time I had to do all the
tax work, another time I had to do the running of the business,

and so on, but I was very unhappy to realize that I could have
gone out on the market, open market, and hired a CPA for X
dollars, but to get these men, who in reality only peg their

training toward one little segment of what I might have to know

as a CPA, or any of my other CPA professional cohorts—it is
quite disturbing when you bump into the hard, cold facts. These
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people are worth double what we are worth, and really, they

don’t have to know but one little corner of the professional

needs.
PARTICIPANT:

But a considerable depth.

PARTICIPANT:

Very good depth, and I would trust that

man’s judgment in my firm to a considerably greater extent than
I would taking one of my CPA’s or senior accountants or super

visors and sending him out in an attempt to have him solve a

technical problem.

It couldn’t be done.

CHAIRMAN CAREY:
PARTICIPANT:

Jerry, you had your hand up.

I would like to say on this subject I

stand with Charlie and with Len.

I think there is a void, and

I think it should be filled, but the problem that I would like

to see some discussion on is just what become of the small and
medium sized accounting firms, just what will become of the

small and medium sized firms under these conditions, in view
of the fact that they cannot afford to maintain a stable of
highly skilled, narrow specialization people and yet compete.

PARTICIPANT:

You like audit?

PARTICIPANT:

I see audit this way.

I see audit as

a generalization, you know, what they say about a specialist
is a man who knows more and more about less.

PARTICIPANT:

Plus a few other things.
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I would like to know—I get back to my

PARTICIPANT:

basic point, what is going to happen to the rest of us, because

I would feel more strongly—perhaps I would feel differently

about the picture if perhaps we had some of the ethical con
cepts of the profession regarding specialization, but I have
found quite recently that the large national accounting firms

are starting to develop in the areas in which we specialize,

which is service to small business.
Now, if a large national accounting firm can offer

to a small businessman at the same rate he is paying me, perhaps
less, more service than I can offer him, I might as well pull

in my horns and go home, try to make a living some place else.
CHAIRMAN CAREY:

PARTICIPANT:

Walter?

I would like to answer that question

from a large firm’s standpoint. I think—I will back up one
moment.

Let me say that I do not believe, and the other na

tional firm fellows can confirm or deny, that in their carrying
out their NAS practice or any specialized area that they have
ever really taken a client away from a smaller accounting firm.

I think in the reverse.
that doesn’t happen.

They lean over backward to make sure

Where you do not go to one of the other

firms and provide their service, you keep saying, well, let me

do it, Joe, let me do it, Joe, and don’t call on the outside
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specialist to come in and solve that one problem.
PARTICIPANT:

Can I ask you directly —let me say the

answer is No, and I think the same is self-serving to a certain

extent.
PARTICIPANT:

Probably.

PARTICIPANT:

What I am speaking of is a psychological

problem now.
CHAIRMAN CAREY:

I said if you insulted anybody, do

it courteously.

PARTICIPANT:

the circumstances.

That is as courteous as I can get under

We have got to think of the situation from

the practical viewpoint of the client, the client who retains
us, to do an audit.

He has a specialized problem.

We say we

are not equipped to handle that, let’s bring in a national

accounting firm.

They will do the job.

He is very happy to

learn that the national accounting firm, let’s call it account

ing firm B, will do the job, which is fine.

You do the job,

and within all your ethical concepts, you refuse to do anything

further for that client.
Because he asked you to step into the engagement, you

are ethically bound to us.

However, Client A is not limited

to going to another national accounting firm who offers the
same kind of services you do and make arrangements with them.
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Then where are we?
PARTICIPANT:
is my point.

That is going to happen.

I think that

That is going to happen in any case.

PARTICIPANT:

No, it isn’t, not if we can prepare

We can limit the area in which you practice.

ourselves.

PARTICIPANT:

You can’t.

CHAIRMAN CAREY:
PARTICIPANT:

can’t we?

No, you can’t.

That is the trouble, you can’t.

Why

If professionally we can limit the areas in which

you are equipped to render services, then we can compete with

you, but if we cannot limit you professionally and the field
is wide open, there is no limit to the type of service you can
render, whether it is plant design or IBM installation.

CHAIRMAN CAREY:
PARTICIPANT:

That is correct.

There is no legal or ethical inhibition

and there is not likely to be any.

We might as well talk about

the subject with that understanding.
CHAIRMAN CAREY:

It is perfectly impossible for the

Institute or for the Legislature of New York to tell any account

ing firm that it cannot do plant layout or it cannot do this.
There is no basis for it in the public interest.

legal rule.

There is no

There really is no use advocating restrictions.

All we can do is discuss this thing philosophically.

Charlie?
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PARTICIPANT:

To continue on this point, being a

member of the Big Eight, to the extent that that is what you

mean, I agree completely with the fact that we would not try

to take it, we would lean over backward.
never make you believe it.

However, we will

You will always be working in fear.

PARTICIPANT:

No, not so, not so.

PARTICIPANT:

Well, assuming—

PARTICIPANT:

Not so.

PARTICIPANT:

Then we can look forward to referrals

on a broad basis, except to the extent that I feel we demean

ourselves when we refer.
PARTICIPANT:

All right.

Going on from there--this

is just a suggestion, and I don’t like it, but it is something
that we may have to come to unless referrals themselves start

taking place; just like the Department of Defense has set up

a series of non-profit consulting organizations, it might be

an approach for the Institute to set up a non-profit consult
ing organization to provide MS services for small business.

Whatever funds are generated by this could be used

for training, education, and the development of firms that are
participating in this effort.

This would be one way of provid

ing these services through our profession rather than having

it slip away to others, and to weakening the profession.
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CHAIRMAN CAREY:
PARTICIPANT:

A very interesting idea.

Tom?

It sounds a little bit too much like

charity.
CHAIRMAN CAREY:

Oh, no, you pay for it.

PARTICIPANT:

You will pay.

PARTICIPANT:

Well, there is a profit.

CHAIRMAN CAREY:
pay for it.

If the Institute did it, you would

You and I were talking about this at lunch, and I

think that Jule came up with a possible workable arrangement

here.

Rather than have us introduce a large firm to our client

and have them perform the service for them, perhaps we as a
small firm could retain the large firm to do the work and—
PARTICIPANT:

You can’t.

PARTICIPANT:

Go through us, through us.

we are apprised of what is going on.

That way

This is one of the biggest

problems, when you bring one of the MS departments, the large

firms in, before you know the job is done, and we have no idea
what was done.
If we could engage them, if we could be alerted to

every step of what was going on, then we are in a position of
knowing what is going on and using that.
CHAIRMAN CAREY:

not impossible.

Charlie shook his head, but this is

Your own firm, Charlie, helped a local firm
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on its own on its first bank audit by putting a manager in a

new bank auditing with their staff to help run it.
PARTICIPANT:

It is a little different, and the

reason is that there when you are doing a job, you are trying
to create jobs, you are trying to have an impact on the organiz

tion.

It is not as if you are coming in from the side and going

through some mechanics relative to the company itself.

You are

trying to create change, you are trying to install the system,
train people, do things.

If you have to go through another party that is going
to screen your efforts, it could, depending upon the relation
ship of the people involved, be structuring a situation where

the job will not be successful.
CHAIRMAN CAREY:

PARTICIPANT:

Could he work along with you?

Yes.

I don’t think any of us would

have any aversion to that if there was a job—let them assign
a man to the job, to work along with us.

As a matter of fact,

that would probably be a very good way of arranging for a

splitting of fees.

Let the individual work along.

getting some training.

He will be

He will be in a position to observe what

is going on.
The fact that you are not overtly trying to steal his

client—
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CHAIRMAN CAREY:

That is right.

You are not talking

to the president or anything.

PARTICIPANT:

You might be, but he would be in a

position to see what is going on.
CHAIRMAN CAREY:
PARTICIPANT:

That idea is interesting.

Presumably you would be in a position

to oversee the operation from-CHAIRMAN CAREY:

Jule, did you want to add a word to

this?

PARTICIPANT:

Yes.

When Tom and I talked about this

at lunch, I think this is something which could alleviate what

apparently is an unsatisfactory situation now.

I did say in

discussing this, however, that I don’t think that any firm

rendering these services would subject its service to an over
riding opinion of some intermediary.

Nevertheless, I think that this would go a long way
towards removing the fear of the small practitioner who cannot
render these services.
I know that in our economy, and this is a different

approach to the same problem, and one which goes away from the

large firm, nevertheless, it is something that is basic in our

economy.

Wherever a need exists, someone will come up to fill

that need, if they can make some money out of it.
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All right.

This suggests to me that there might be

specialized firms, MS, who serve small practitioners.

Now, this may seem to be a little bit backwards dis
cussing this.

In a way, we might take away from some firms

who have established this already, but I think that this may
be one answer to us, and it is, as in anything else in our

economy, something which the practitioner must get out and

develop for himself.

If he cannot develop it within his firm,

get with his neighbor and even jointly develop something.

However, I think whatever else is said that these
services are being rendered within the profession, and they are

going to continue to be rendered within the profession, and
either you are going to live with it or you are going to suffer
from it.

CHAIRMAN CAREY:

Dan, you haven’t spoken to this point

yet.
PARTICIPANT:

Our firm, as you know, belongs to a

group of accounting firms.

CHAIRMAN CAREY:
PARTICIPANT:

Called CPA Associates?

Throughout the country.

We have been

playing with the idea or the thought of establishing regional

management services to clients throughout the country to service
all the member firms.

However, you have one very serious
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difficulty with this, and it would go toward the same difficulty

which would apply toward engaging a national firm to render

service, and it is this.

Management services is really a continuing engagement
and not a piecemeal engagement.

How can you keep the continuous

contact with the client other than by having your own firm and
your own audit partner and your own tax partner, and your own

management services partner continually consulting about the
problem?

PARTICIPANT:

You can’t, but that is present in all

these.
CHAIRMAN CAREY:
PARTICIPANT:

John?

I wanted to add that we have been doing

a good deal of MS work through referrals, and in more than half

of them our firm loses its identity.

the CPA firm.

We actually work through

Our men go in there and, as far as the client

is concerned, presumably they don’t know actually whether they

are a member of our firm or a member of a CPA firm.
CHAIRMAN CAREY:
PARTICIPANT:

You mean some other CPA firm?

Yes.

It is a matter of fear and pride.

If I were in the same position where I am calling in tax assis
tants—it is hard to admit to your client that your firm, within

your own ability, you cannot solve all these problems, and the
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other fear is that if they say, well, I am bringing in XYZ

Consulting Firm, or a specialist, that they fear, as was brought
out, that the client will have a normal tendency toward deciding
that, well, here is a firm that has solved my problem.

Why

hasn’t my retained accounting firm had the ability, and so on.

However, it really happens, as we know, in about 50
per cent of the cases that the CPA firm hires us and asks very

specifically that we send our men out and lose their identity,
well, there is nothing wrong with that.

that is lost, but it is money.
PARTICIPANT:

So you do it.

Can I tell a story?

CHAIRMAN CAREY:
PARTICIPANT:

It is our pride then

I wish you would.

On the subject, of course.

This would

be off the record, I suppose.

[Off the record.]
PARTICIPANT:

On the subject of specialization, I just

want to say that now you have covered specialists, referrals,

accreditation, competition.
CHAIRMAN CAREY:

PARTICIPANT:

You better show up tomorrow anyway.

That covers me.

I sent two men down

to a little town in Lancaster, Pennsylvania, to do a consulting

job, and I had the feeling that I had better go along.
was the fact that we were considering ourselves experts.

There
We

155

went through there and they were very cordial.

They took us

out to a Dutch restaurant, and there was a Mennonite group, a
Mennonite publishing company group there, and at lunch the con
troller or treasurer said to me with a very Dutch accent which

I can’t quite repeat in the way he said it.

He said:

”We are

farmers basically down here in Pennsylvania, you know, from

way back, but let me ask you a question.”
He said:

”How would you define an expert in agricul

ture?”
Of course, I didn’t know exactly what he meant.

said:

He

It is a farmer outstanding in the

”It is very simple.

field.”

It reminds me of the subject that we are talking
about here.

CHAIRMAN CAREY:
PARTICIPANT:

Herb, did you have your hand up?

Yes.

I want to address myself to Jerry,

because he brought up the point he would not want to refer any
thing to a national firm.

I think he said that.

PARTICIPANT:

I said I would net, with reservations.

PARTICIPANT:

O.K.

Jule said a moment ago.

I might say I agree with what

I think we are living in a world where

it is a world of the survival of the fittest, and until we

recognize the fact that we are in the practice of accounting,
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including taxation, management services as well as the auditing
function, you are not going to survive in this world.

I think it is because of that that we have a manage
ment department that we feel is competent, and we meet all of

the needs of our clientele, even though we are not one of the
Big Eight, and we have grown because of this, and I think that

if the small practitioner would recognize this fact, they would
hire people in the management field.

Now, John is not very large, but they have had to do

management work.

They do have tax people.

I think you are

putting your head in the ground like an ostrich if you don’t

accept that, and it doesn’t mean that you have to have a

management department that is going to be able to take care of
utility companies, but you should have a management department
to take care of your type of practice, and until you do, you

are not competitive.
I think we should all recognize that it is here to
stay.

We must accept the principle that management services

is part of the accounting function.
PARTICIPANT:

Can I rise in defense of what I didn’t

say?

CHAIRMAN CAREY:
PARTICIPANT:

Yes, more briefly than he.

The question I raised specifically was,
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how is the small accounting firm going to survive in all of

this.
PARTICIPANT:

He can’t.

PARTICIPANT:

Sorry.

I didn’t mean to imply—

I didn’t mean to imply we have

our head in the sand, which we haven’t, or any place else for

that matter, except where it belongs.

We are aware of the

problems.
We have some sort of management services department,

too.

We are equipped to render services to our clients.

Per

haps the services we render, we are equipped to render, are
greater than that which our client needs, but I think that is

not the point.

The point is basically what is going to happen

to the structure of this profession in five years or ten years.

PARTICIPANT:

That is a good question.

CHAIRMAN CAREY:

We are going to talk about that

tomorrow in some depth, I hope, in the light of all this dis
cussion, not just management services.
Is there anything more that needs to be said on

management services?
PARTICIPANT:

One more point, and this is kind of in

between the two items we have had in developing our own capabil
ties, and so on.

Very few clients of our firm—and maybe we

are the exception—very few clients stand at our front door

158

waiting for it to be unlocked, running in with a loud cry for
management services.

This has developed because of having an

aggressive auditor or auditors that you are thinking in terms

of the management type problem, isolating the problem, motivat
ing the client to do something about it, and getting the con

sultant in at the other end.
If you sit and wait until the need has been observed

by the management and they now are motivated to do something
about it, I am not sure, really, that our profession is adding

anything that the management consultant on the outside has not
been providing for years—good capable service for problems

that have been identified, and they are motivated to do some
thing about them.

However, what we have to offer over and above the

outside firm is the inside knowledge of the organization, help

ing to isolate the problem motivates them to action.

Now, the small firm that doesn’t have their own
capability is going to be in the hole in this situation, be
cause he is only going to refer or bring someone in when the
point has gotten to where the problem has been identified, and
the client is motivated to do something about it.

In the long

term, I don’t see how any firm can survive without some basic

knowledge, some capability to keep their auditors on their toes.
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to press for service opportunities.

The only way you can do

this on a referral basis is if you arrange for someone else to

act at your MS department to feed you information—what are
the latest technologies, what things should this client be look

ing for help in.
You can sit back and brainstorm what the problems

are for a client and generally come up with a list of eight or

ten things that when you pursue them can result in engagements.

I have great difficulty seeing a future for the smaller
firm that does not take care of this need, so that he is really

putting an input to his client.
CHAIRMAN CAREY:
in other connections.

May we leave that.

It may come up

I think we might revert to Jerry on re

ports to credit grantors and special reports.

He has his notes

now.
PARTICIPANT:

I took a look at them.

We have all

been talking about the business stage, a good deal of discussion
regarding stock holdings, publicly held, but it seems to me

that the greatest area for growth for the public accounting
process is in the area of reports to serve parties, specifically,
banks, credit grantors, and in some areas of government agencies.
I think, however, that basically the immediate prob

lem in adequate utilization of the accounting firm in this area
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has more or less of a two-sided concept; one, I think, is the

concept of education on the part of the receivers of the report,

the so-called third parties, and the other is the concept of
selling the Certified Public Accountants, the smaller firm, if

you will—I hate to put it that way--to the various banks and
credit grantors as a reputable individual.
I like to

quote from Jack’s book.

quotes a corporation official who wrote:

On Page 168 he

"Choose a reputable

firm of Certified Public Accountants to determine the profits

and the employees’

share of them under the plan," et cetera,

et cetera.

Now, how does one go about establishing the existence
of a reputable firm of Certified Public Accountants?
all Certified Public Accountants are reputable.

fication?

Presumably

Why this quali

Why should there be any qualification at all in or

on the part of a banker or a credit grantor?
I think this is a major problem that the smaller

practitioner faces in selling himself and expanding his poten

tial for growth in this particular area.
I would like to, at this point, give you some little
experiences which were quite recent.

First, a friend of mine

became a vice president of a branch of a major New York bank
quite recently, and it seems his bank requires the branch credit
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department to report to the headquarters as to the number of
accountant opinion reports which they receive, and after this
young man had been in the job for six months, he had a visit

from the home office credit department, and they were interested

in knowing why the percentage of full opinion reports which he

was receiving had dropped by something like 75 per cent, and
upon investigation they discovered that the previous loan
officer, who had been on the job some 30 years, was taking any
statement that came in under the accountant’s letterhead, whether
it said,"No opinion," or "
prepared from the books without audit,

or "I happened to be passing through and noted this thing and
entered it as an opinion statement."

It wasn’t until this young man took over the job, with
his broader knowledge of what an opinion statement constituted,

that the bank started to get some idea of what was going on.
As a net result of all this, they changed their
internal procedures,

I might say, and now all their branch

offices are required to report more directly to the type of

report they are receiving.
Secondly, I had the very unhappy experience yesterday

of learning that a credit grantor for a major manufacturing
firm in this country, doing a volume of something like $400

million a year, was present at a meeting in which one of my
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partners spoke as to inventories and inventory evaluations, and,
also, the very tender subject of inventory valuation research,

and he expressed himself relating our opinion on the subject,
which, understandably, is that there is no basis for a certain

reserve on any financial statement, much less on the accountant's
opinion report.

What upset me was that I discovered that this

man went back to his home office, to his office anyway, and

wrote a memorandum for his file and for distribution to all of
his credit men, indicating they should be very careful with the

report they receive from our office, because we don’t take

reserves.
Now, I mention these two stories solely to point out
what the problem is in this area as relates to the low level

of education on the part of the receivers of most of these third
party reserves, and their inability to evaluate them construc
tively.

If there is conflict within the profession as to what
our reports should look like and what our principles are, what
our procedures are, let me tell you that there is chaos outside

of the profession.

I think this is a problem that we should address our
selves to directly.

I think the problem of education, not only

within the profession but outside the profession is quite
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important, because what happens is that the credit grantor and
the banker in attempting to evaluate the accounting firm tend
to become more conservative, in the sense that he will pick a
name that he has some experience with.

It might be a national

firm—which would cover him with glory, because he cannot be

wrong.
I say,

"National,” and please understand me if I

speak of a national firm.

I am not doing it in any sense other

than to use it as an illustration.

CHAIRMAN CAREY:
PARTICIPANT:

You are being very courteous.

Seriously, I happen to have a high

regard for all the people I have met in these organizations,

but I feel this is the only contrast I can make.

I think

psychologically this is a problem we have to contend with, or

he might pick a local firm with which he has had a good deal
of experience, and one that he can rely on.

We will get to

this type of reliance in a moment.
Basically, what is the small practitioner to do?

He

has had no experience with this particular branch or this par
ticular bank.

reputable.

How he does it, he sells himself. He is not

He has to prove himself to each loan officer whom he

runs up against, much less go beyond it to justify his opinion

when presented to the bank officer who doesn’t know what his
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opinion relates to to start out with.

Now, many bank officers would like to know what the

percentage of verification is so far as accounts receivable and
accounts payable.

I hesitate to think what a bank officer

would say if he discovered that you analyze the receivables on

one basis, perhaps confirm one-tenth of one per cent of all

the receivables.

He might think you are a godawful idiot—how

can you express an opinion, because he is still thinking in

terms of accuracy, because that is what the accountant is doing

There is no general area here that he can relate to.
You are in there,

It is strictly a matter of being accurate.

and this statement is right, it is correct.

I don’t know what

it means, but the bank officer seems to know what it means, and
I guess they are doing a lot of work with things associated in

this area, and I think, too, the understanding of valuation of
assets is also important.

As far as inventories are concerned, there are many
bank officers who encourage accountants to understate inven
tories, feeling that an understatement is a safety factor, dis
regarding the effect on the income statement in subsequent

years.

They don’t establish credit on the income statement.

They extend credit on the balance sheet.

Their credits in the
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main are short terms; they are not concerned with the long
term picture.

Now, what happens to the accountant who attempts to
be reputable and stands by the Institute and the Institute’s

principles?

Does he fall by the wayside, because another

accountant is willing to live with what the bank wants?
I think these are problems we have to address our

selves to.

Just how I don’t know, but I mention it in passing.

The subject of commercial credit grantors, I think

here, too, is an area that requires a good deal of education

in the particular atmosphere in which we practice.

We find it

convenient to correspond directly with the credit grantors.

In

other words, our clients are benefited directly by our avail
ability to credit grantors in the sense that they can get a

much larger credit line than they normally would in the sense

that we make ourselves available for telephone exchange of
information with credit grantors.

Credit grantors find fault with the large national

firm, because they feel they cannot get to a reputable partner.
I feel this is a major area, so far as our strength is concerned,

that we are able to talk abort the affairs of our client with

these credit grantors for our client’s benefit.
affects our interest, I don’t know.

Whether this

I would like to think it
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doesn’t.

Some people tell me it might.
I would like to hear more on this subject.

Thirdly, I think that the area of reports to govern

ment agencies is broad enough, and it was touched upon before,
and I don’t feel qualified to speak so far as the SEC is con

cerned.

I think the SBA is developing along its own lines, and

I wouldn’t want to get into that.

However, I would want to get

into the area of accounting for the courts, particularly insofar

as the bankruptcy and reorganization proceedings are concerned.

This is an area in which we have a good deal of ex
perience, in which we practiced extensively, and one which I
think is pregnant with possibilities for the profession.

How

ever, I find that under the bankruptcy act, the accountant is

mentioned in the same status as the auctioneer and the appraiser.
Am I correct?

PARTICIPANT:

Yes.

PARTICIPANT:

With the increased complexity of the

business community, each new insolvency, each new business
embarrassment brings a larger and larger commitment of creditor

money to the courts.
The attorneys who practice in this field have learned

that they are incapable of dealing with the day-to-day account

ing problems, incapable of evaluating the balance sheet and
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the income statement and coming up with some sort of intelligent
projection as to what the potential for this operation might

be, and they have begun to call upon accountants to prepare
reports for them.

The problem in this area, however, is that the courts
feel that the services being rendered by the accounting profes

sion are above and beyond that which is called for under the

act.

Consequently, they are not prepared to pay for the services

that they feel are necessary in the case of, and I think this
is an area for the Institute to do some progressive development

work and perhaps accomplish something in the area of not only

education but perhaps revision of the law itself.
CHAIRMAN CAREY:

Haven’t we been at this for 25 years"

PARTICIPANT:

It is getting worse though.

PARTICIPANT:

At least ten—well, more than that.

CHAIRMAN CAREY:

Isn’t something happening right now,

John?
PARTICIPANT:

Well, it is now in the Judicial Con

ference which advises the Supreme Court, which has to make the
modification to pull the CPA’s out of this category of appraisers,

and the requirement for a limitation on it for approval of its
field by the court.

PARTICIPANT:

I have a little clipping.

I sent a

168*

copy of this.
Corporation.

This relates to the Continental Vending Machine
I clipped it out of the Times last week.

When

a company goes through the stiff procedures of Chapter 10

reorganization, the United States District Court likes to keep
a keen eye on costs, squeezing them as much as possible, so
that creditors hopefully can get some recognition.

In the case

of Continental Vending Corporation, the courts in New York have
just created an upper limit of $10,000 yearly for the outside

accountant, trying to bring order out of the bank.
In this
?
case the accounting firm is Mala, France and Company.
The court
lists the hourly compensation to be paid on the phased business
on the various positions held by the members of the firm.

This

is a step in the right direction.
PARTICIPANT:

Excepting in the last few months we

have had some very uncomplimentary remarks by some of our
referees in bankruptcy in the New York area who seem to think

that the accountants are not necessary in a bankruptcy procedure,
and they have expressed this publicly, and this disturbs us—

I think not so much that we have to look for legislation, but
I think it is an educational program with the referees in bank
ruptcy.

The New York State Society is aware of this, but,

unfortunately, they haven’t been able to do too much about it.
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I think that is the area in which perhaps the Institute may be
helpful.

PARTICIPANT:

and I will be through.

I would like to make one more comment
As we develop more experience, more

exposure to doing this type of work, we find there is an expand
ing demand for the service.
I had the occasion to speak to the credit manager of

Allied Chemical Corporation the other day, and he told me that

one of the cases we were involved in, it was the first time that
they had felt inclined to actively pursue an investigation, and

based on the results, they were now thinking of restudying their

entire policy.

Now, I don’t know how many bankruptcies there are in

the course of a year, but I would say they are fairly sizable
throughout the country.

CHAIRMAN CAREY:
PARTICIPANT:

Yes.

And not only does the accountant stand

in the position of doing a constructive job for the court, but,

hopefully, he can do the best possible job for the economy if
he can come up with a workable plan and keep this entity in

operation.

Then he is really contributing something to the

total picture.
I think this is a goal that we can very well reach for.
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CHAIRMAN CAREY:

Isn’t it true that the old chartered

accountants in Scotland and England were very much concerned

with this field of work, Len?
PARTICIPANT:

Yes, it is where it started, really.

They still do a lot of it.

Canada, too, under the British

system.
CHAIRMAN CAREY:
PARTICIPANT:

Were you finished?

Yes, I am through.

CHAIRMAN CAREY:

Who wants to comment on any of these

points?
It struck me on this matter of educating the bankers,
and goodness knows the Institute, the Society has been pounding

at them for as long as I can remember—isn’t it the same problem

with educating the stockholders, with the earnings per share?
Can’t we educate them through the report itself?

PARTICIPANT:

No.

CHAIRMAN CAREY:

Instead of giving them a book through

which they can interpret what you hand them—I can’t get it out

of my head.

I am a layman, too.

If you give them this balance

sheet and this income statement and this boiler plate, which
is your opinion, and expect them to understand it all, I would

think you would find it possible to write a report in which
you explain what it means.

That would be part of the document
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itself.

Dan?

PARTICIPANT:

Jack, I can’t agree with you.

I would

like to go back for just an instant to the comments that were

made about securities analysts.
My experience with securities analysts is that even
they fall woefully short of a complete understanding of the

accounting

statements they study.
CHAIRMAN CAREY:

PARTICIPANT:

No question about it.

And if we assume that they who are

reputed to be a most sophisticated group of users really don’t

comprehend what is in the report, how can we expect bankers and
credit grantors and other people to understand these reports

as well.
CHAIRMAN CAREY:

problem.

I don’t think they do.

That is the

Justow
h do you and Jerry think that the State Society

or the Institute or any other organization is going to get this
information in their heads if the material that you hand them

is not clear on its face?

Maybe we need some new kind of approach to recording
it to credit grantors so they will know what the stuff means.
You know the problem of educating tens of thousands

of people.
insuperable.

Talk to our public relations counsel.

It is almost
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PARTICIPANT:

May I answer that.

PARTICIPANT:

Personal experience, one of the bankers

in New York frequently calls me when he gets a tricky statement
to analyze, and as a gesture to him, or as a help to him, he
asks me questions about it, and I help him to analyze the state
ment.

Perhaps there is a field of engagement for CPA’s as

advisors to credit grantors which —

CHAIRMAN CAREY:
PARTICIPANT:

Yes.

CHAIRMAN CAREY:
PARTICIPANT:

Interpret other CPA’s statements.

Charlie?

Two points.

First, I think for long

term planning purposes, we should not overlook the fact that

the knowledge level of these various people is increasing, that

with the passage of time some of the things that we think are
major problems today will tend to disappear, although probably

while they are improving, the level of sophistication of report
ing will probably be increasing, too.

So we still have some

thing similar to the same problem.

There is another way that I think might be useful,
just throwing out an idea.

Possibly if the profession were

just a little more broad—we have noticed this same problem

through some of our clients that we are having difficulty with
getting the bank to completely understand the financial situation—
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we have tried maybe a dozen or so situations where we arrange

to have both the client and his bankers come into the office

for about two hours, sit down.

Once the audit was overnight,

just reviewing the statement, but going through the work papers
getting a real feel of how this thing built up to the financial
statement, the final financial statement.

The reaction to this was tremendous, and I think if

this were done more broadly, that possibly there would be an
accelerated appreciation.

CHAIRMAN CAREY:

yet.

That is the best thing I have heard

You haven’t said very much, Manny, go ahead.
PARTICIPANT:

What I wanted to say was that some of

these bankers that undergo some kind of study, these loan

officers, they have been analyzing statements.

I know a friend

of mine who has been going to Chicago for a special school for
that purpose, and is learning to analyze his statements.
CHAIRMAN CAREY:

Yes, the American Institute of

Banking and certain graduate study programs and directors in

Wisconsin, I guess, and other places.
PARTICIPANT:

As we go along, I think, in years, these

loan officers will be more and more educated. I am thinking of

the present loan officers that may have climbed to the top, you
know, from tellers up to loan officers.
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CHAIRMAN CAREY:
PARTICIPANT:

Jerry?

The point I would like to make about

the loan officers being educated is that they are learning fast
a lot faster than many CPA’s.

I have a few bankers who call

me for the same sort of problem they call you on.
called me not too long ago and said:

One fellow

Isn’t it customary to

confirm bank balances before you issue a full opinion?

I said, well, we do.
He said:

It wasn’t you.

the verification requests

They make a note of all

they receive on bank balances, and,

lo and behold, they received this opinion statement on one of
their loan accounts, and they ran to their files to see whether

they had verification requests on it, and, sure enough, they

hadn’t.

This was the full, unqualified opinion laying right
in front of them.

So he said:

CHAIRMAN CAREY:

PARTICIPANT:

What do I rely on?

Herb?

I want to make a point that I think

Charlie made, but there is one additional point.

The Robert

Morris Associates have been working on this area, and they have

been making great strides with their practice review committee
that we have now.

I think something has been done, but I want

to add one further point that Jerry hasn’t touched on.
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I know that his firm does this.

it.

I know that we do

The banks look to the Certified Public Accountant for more

than the financial statement.

They look for forecasts, cash

flow, and so forth, and only by addressing themselves and meet
ing with—I am using quotes--reputable CPA’s whom they have
confidence in, do they extend perhaps more credit than they
would have if they were not exposed to the CPA in this area.

I think we have a lot to offer our clients, and if
more CPA’s would be doing that, I think the CPA would have a

greater respect on the part of most bankers.
I had occasion to be down in your home town last week

in Charlotte, and I met with the president of one of the local
banks, and I told him some of the things we do, and I was very
surprised to hear that only a very small percentage of the state
ments submitted to this bank, and it is one of the largest banks

in North Carolina, are certified statements.

Where they are

opinions in the New York area, I think that it is the other way

around, for more of our statements are audited statements.

I

think there is an educational problem or program for our own
people, that they should render more opinion on it, and I also

think that if we would get to meet with bankers—we are doing
it, Robert Morris Associates--meeting with our clients and the

banker, the accounting profession would be accepted by the
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banking profession—the Certified Public Accounting profession

at least—as the group of people to turn to when they do extend
credit, and there is no question that in long-term financing,

meeting with investment bankers, they look to the CPA.

I don’t

see why that cannot be extended to the commercial credit grantor

as well as the commercial bank itself.
CHAIRMAN CAREY:

I would like to underline that.

It

is Charlie’s point, too, that if each CPA were educating his
clients to help him educate the banker on a person-to-person

basis, the progress would be far more rapid than if you leave

it to institutional public relations through committees and
meetings, and all that sort of thing.

PARTICIPANT:

Jule?

I quite agree with that, but this is

one area in here that disturbs me, and I want to get clear as
to which of these situations we are talking about.

I think it is a fine thing, and I am heartily in favor

of the CPA talking to the banker, to tell the banker of the

CPA’s qualifications, get yourself known to these fellows.

I

think that is the way you build a reputation.
I am heartily in favor of the client and the CPA

discussing the client’s problems with the CPA, but one thing
that frightens me to death, and it is a point made in your book,
Jack, and it was referred to here, is the CPA talking to the
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banker or to, I believe—you are not referring to a banker so
much as to a supplier, but the CPA talking to either one of
these people about his client’s affairs without his client’s
knowledge or not in his client’s presence—

PARTICIPANT:

Never.

PARTICIPANT:

That one scares me to death.

PARTICIPANT:

Never.

He must have the client’s permission.

CHAIRMAN CAREY:
PARTICIPANT:

Never.

That is fundamental.

CHAIRMAN CAREY:

I don’t mean

his client’s permission—the client can say to you, Bert, you

tell the banker anything you want, anything you know about our
affairs.

PARTICIPANT:

But do a good job so I get the loan.

PARTICIPANT:

That is right. So the bankers calls

Bert and Bert gives him whatever he wishes, without the client’s
expressed permission or knowledge of what is being told or with
out being in his presence.
That scares me.

Maybe this is the discussion for

our liability chapter.
CHAIRMAN CAREY:

PARTICIPANT:

It does come in here.
This bothers me.

will do to protect ourselves.

I tell you what we

We get a letter from our client
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authorizing us.
PARTICIPANT:

To do what?

PARTICIPANT:

Authorizing us to divulge any informa

tion that is requested.

PARTICIPANT:

That is the thing that bothers me.

PARTICIPANT:

See?

PARTICIPANT:

You don’t think even with authorization

that that is proper?
PARTICIPANT:

No, I don’t.

PARTICIPANT:

The client with you?

PARTICIPANT:

That is the point.

PARTICIPANT:

Herb, do you think that is practical?

PARTICIPANT:

That is fine.

PARTICIPANT:

I think that we can—I wouldn’t want,

for example—
PARTICIPANT:

I agree with what Jule said.

I do feel

that we should not have any carte blanche approval to submit

whatever the banker or credit grantor may ask for.

We are given

specific instructions to disclose sales, to disclose working

capital.
PARTICIPANT:

Right.

PARTICIPANT:

We do not disclose forecasts.

not in a position to do so.

We are

However, we will sit with a banker
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and discuss a cash flow and budget and have the client present

when we discuss that, and generally that is a procedure that
we would subscribe to.
PARTICIPANT:

What about your appraisal of the

PARTICIPANT:

We don’t appraise the president.

president?

It

is the credit grantor that appraises the president.

PARTICIPANT:

If he asks your opinion?

PARTICIPANT:

We will not give him our opinion. We

will tell him what the client’s working capital is, what the

sales are.

We may have current projections—not projections,

actual statistics, since our last certified statement in our

office file, but we will disclose, if the client gives us per

mission to do so, but only with the permission of the client

will we disclose specific information, but we certainly won’t
say the client is doing great.

CHAIRMAN CAREY:

Len?

PARTICIPANT:

Will you answer the question, Charlie.

PARTICIPANT:

Which one?

PARTICIPANT:

Would you appraise the—

PARTICIPANT:

Yes.

PARTICIPANT:

For the credit grantor?

PARTICIPANT:

Yes.
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PARTICIPANT:

You would?

PARTICIPANT:

If the president wanted us to give full

information as to how we regard them, running the business, yes
PARTICIPANT:
isolated case.

I think we are talking here about an

As a general practice, the bankers don’t have

time to go through all this stuff.

Now, I think it is fine to talk now and then with
the bankers, but the time that you really get down to business
when the client is not there is when the banker has lost con
fidence in the client, is a little bit worried about his finan
cial condition, or perhaps knows that they have a poor account

ing system and is afraid he is not getting reliable results.
PARTICIPANT:

On that point, I must say that is not

the fact with respect to our clientele and with respect to
firms of our type.

The banker does look to us, and it is not

when he is troubled or when he is worried about the client’s
prior credit.

These are the facts.

CHAIRMAN CAREY:

PARTICIPANT:

Daily routine?

This is daily routine.

Would you say so, Jerry?
PARTICIPANT:

Yes.

PARTICIPANT:

Would you say so?

PARTICIPANT:

Yes.

That is right.
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PARTICIPANT:

Would you say so?

PARTICIPANT:

Yes.

CHAIRMAN CAREY:
PARTICIPANT:

All right, Jerry.

I would like to say one more point.

This is something I thought I would be picked up, and nobody

has brought it up, and that is regarding the question as to
whether or not the accountant is in any way extending credit

by speaking to the banker or speaking to the credit grantor,
and whether or not he is in essence destroying his independence
because he is engaged in soliciting credit.

PARTICIPANT:

Soliciting credit?

PARTICIPANT:

Soliciting credit.

PARTICIPANT:

I raise the question.

should be discussed.

I think it

I think it is important.

PARTICIPANT:

I agree.

PARTICIPANT:

Jerry and I are afraid that in effect

some of us are soliciting credit.

PARTICIPANT:

If you sit down and talk to the banker

or the credit grantor and go to the mechanics of going through

your work sheets and creating more confidence—perhaps you are
selling yourself, but you are also selling the client.

have got lovely work papers.

You

They stand seven feet high.

have got the detailed inventories.

You

You are building an image,
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and as a result of this, his line of credit instead of being
100 per cent of the working capital will be 125 per cent.

PARTICIPANT:

Why should you do this not in the

presence of your client?

PARTICIPANT:

Why?

PARTICIPANT:

Why should you do that in the presence

of your client?
PARTICIPANT:

Assumingyour client is there?

PARTICIPANT:

Assuming your client is there.

PARTICIPANT:

Aren’t you becoming a party to this

negotiation, and aren’t you as a result of this negotiation

affecting the independent factor?
CHAIRMAN CAREY:

I would like to leave the independence

until we get to ethics, and it is a big problem.
to management services also, relates to taxes.

ought to tackle it as a problem.
PARTICIPANT:

relation to this.

It relates
I think we

Let’s stick with this report.

Let me ask one other question then in

If the bankers turns around and says that

there is a good loan, what would you say?

PARTICIPANT:

That is your business.

CHAIRMAN CAREY:
PARTICIPANT:

That is your problem.

Would you really say it?

CHAIRMAN CAREY:

Yes.
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PARTICIPANT:

Sure.

PARTICIPANT:

What would you say, Jerry?

PARTICIPANT:

I don’t know.

PARTICIPANT:

It depends on the client.

PARTICIPANT:

I wouldn’t say it that way, any more

I don’t know what I would

say.

than you would, Herb.

CHAIRMAN CAREY:
PARTICIPANT:

Charlie?

Well, on this matter of reports, I don’t

think we should overlook the fact that other types of reports

other than attest type reports can be very useful.

I had this

brought home very forcibly within the last week where we were

doing a clericalwork measurement program for a client whose

profits had not been of the best, and had been having some
discussions with the bank, and we had just gotten started on

this thing.

It is a large company.

In about the first three

months, a certain amount of savings had been achieved, annual

savings, and we had given them a progress report.

The client

immediately picked it up, reproduced the thing, and sent it to
every bank participating in their loan for their own internal
purposes.
So there can

be other types of reports that possibly

go through the banks, through the client himself.
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PARTICIPANT:

That can also go to third parties, and

in that regard I would just like to make a suggestion for some

of the various Institute committees.

I think that most of our

relations with this type of committee is constituted primarily
of audit background people. I think that it would serve a very

useful purpose to have it spread between the audit function

and MS so that possibly the thing might be of benefit in their
discussion--would have an MS input in their thinking.
CHAIRMAN CAREY:

As a matter of fact, I think every

thing we do ought to try to integrate these various phases of
practice instead of accentuating the separateness.
PARTICIPANT:

Len was saying earlier.

Jule?

Let me say this in response to what
This is a question of what a CPA

should do in separate discussions with the credit grantor that

is separate from his client.

This is one which has only recently

come to my attention and which is now before, or will be shortly
before the Board Committee on Auditing Procedure.

One account

ing firm has gotten a letter which has been turned over to the
Committee for its consideration from a client to the bank.

I

have forgotten now whether the letter was—I guess the letter

was from a client to the accounting firm with a copy to the
bank, but the substance of it was that the accountant was auth
orized to answer any damned question that the banker asked him
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about.

PARTICIPANT:

With respect to that question, will the

accountant answer any question which he doesn’t have the answer

to, or will he only answer the question he is competent to
answer?

In other words, for forecasting the projection of

that business for the next six months, other than submitting
a budget which was worked out.

He is not verifying that.

is submitting that to the banker.

He

He feels he is competent to

do that.

PARTICIPANT:

Do you feel that that is wrong?

I mean,

are we saying—I don’t think the issue is whether or not he
should give him anything he asks him.

The question is, should

he give him anything that he is competent to answer.

Isn’t

that really what he is asking the accountant to give?
Is there anything wrong in giving anything that he
is competent to answer?

PARTICIPANT:

That is an authorization.

PARTICIPANT:

If the bankers asks if he is a good

credit risk, I would say I am not competent to answer that.

I

would give him all the facts to make that determination.
PARTICIPANT:

That is where I have trouble.

CHAIRMAN CAREY:
PARTICIPANT:

Dan?

I don’t have so much trouble with even
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going that far.

I mean, we have been—in Jack’s book there is

a lot about management audits, what is really the difference

between a management audit and telling a banker, yes, I think
this is a good loan.

I don’t know, but do you do a management

audit now?
CHAIRMAN CAREY:

We don’t have any management audits

yet.

PARTICIPANT:

Maybe I do.

We do have standards to

evaluate loans though, Jack.

CHAIRMAN CAREY:

I think Jule’s problem, if I may

say so, is partly a lack of confidence in the CPA’s discretion

in using the authorization, and it seems to me it shouldn’t
make any difference, Jule, if the CPA orally tells the banker

what he would be willing to put into the written report about
the client’s financial position and affairs, but if the banker

begins to probe about does the president drink too much or
what-not, the CPA naturally says, I don’t know, that is outside
of my field.

PARTICIPANT: I don’t know, Jack.
agree with that.

I don’t think I can

I don’t render any reports about my client

that contain factual information.

My client renders reports,

and my opinion is attached to it.

I don’t make any factual

representation.

I think it is important that we maintain this
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very sharply through the kind of reports we render.

I would

not—
CHAIRMAN CAREY:

You write management letters to

audit clients, and you write long-form reports to some clients?
PARTICIPANT:

The long-form report says what I did.

The long-form report does not include factual representations.

They are in the notes or schedules to the financial statements.
CHAIRMAN CAREY:

found?

Doesn’t the report say what you

Don’t you, for example—

PARTICIPANT:

It expresses my opinion, yes.

CHAIRMAN CAREY:

Don’t you give accounts of receiv

ables, break down to figures, statistical matter?
PARTICIPANT:

That would be in a schedule to the

financial statement.

PARTICIPANT:

Representation of the client.

CHAIRMAN CAREY:

I see.

You are emphasizing this

differentiation between the client’s representations and your
recommendations?

PARTICIPANT:

I certainly am.

CHAIRMAN CAREY:

PARTICIPANT:

I certainly am.

Len?

Don’t we get this type?

Can we get a

power of attorney to represent a client in a tax case?

We will

talk to a Revenue agent with instructions or even a power of
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attorney from the client to disclose what is necessary, and
discuss with the Revenue agent—would that be any different?

I think it would be different.

PARTICIPANT:

Well, if I may make one statement, we

have a basic problem here, and I would like to indicate that

many bankers and many credit grantors, and this is the area
in which I feel competent, more so than public issues or any

thing else, have expressed the opinion that it is difficult for

them to get adequate information from accounting firms, other
than firms of our size, that they find it difficult to contact

partners and to get a valuation sufficient to enable them to
extend the best possible line of credit to the client under

examination.
CHAIRMAN CAREY:

Maybe you ought to try to keep it

that way.

PARTICIPANT:

Well, no.

I feel sufficiently—how

will I put it—idealistic at this time to say that all problems
should be resolved.

Insofar as management services particularly

the reputation of the CPA in the market place, I don’t think it
is particularly

fair of the banker to say, I never heard of

this accountant before, try so and so because he is a good

accountant.
He has no basis of evaluating a particular accounting
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firm is being good or bad.

CHAIRMAN CAREY:
PARTICIPANT:

Except by reference to his files.

I don’t think it is proper.

I asked

the credit grantor the other day, a credit grantor of a major
company--we were discussing accountants and accounting firms,

and he said that so and so is a good accounting firm.
said:

So I

How do you know such and such is a good accounting firm?

He said:

Well, all their clients have been success

I said:

Well, in order to be a good accounting firm,

ful.

you have to pick successful clients?

helps.

He said:

No, but it

I disagree with that.

CHAIRMAN CAREY:

It doesn’t hurt for sure.

PARTICIPANT:

It works both ways.

PARTICIPANT:

I don’t agree.

CHAIRMAN CAREY:

As I said earlier, we will never

persuade each other to come to one conclusion.
Are there any points of view on this problem that
have not yet been expressed?

PARTICIPANT:

John?

You have to take a chance in having

some remark come back from Jack Carey.

I think our approach,

the approach that you recommend is wrong.

I don’t think that

it is the job of the CPA to go to the banker--at least, let’s
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not consider that the only way to do it.

Fortunately, in a way,

I was on a number of committees for many years that talked to

credit grantors in Robert Morris Associates, and in the early
years the whole approach was tempered toward education.

In

those years, I remember only too well how carefully the com
mittee worked out a plan to have the banker and credit grantor

become more discriminating about the reports.

The funny thing

now that they are discriminating, it seems that we are more

concerned that they are being critical, which only points up,

I think, the fact that there was success in the program.
Now that they are asking us some pointed questions,
I think that is the way that the CPA is going to be brought

into the picture.

He may not like it.

He may be a little

unhappy when the banker calls him in and asks him specifically,
what is this item or what is this comment you have made, what

is this exception that you refer to, and why can’t you give me
that beautiful little zero, and so on.
I think that, as I see it, that is the successful way

to get the credit grantors and bankers educated as to what we

should provide in the way of proper and correct financial state
ments .
I am going to take a chance that you are going to

disagree.
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CHAIRMAN CAREY:

I don’t disagree.

Personally, I

have a feeling that any professional man ought to stand behind
his work, and he ought to be willing to explain it and defend

it in any forum, with his client’s permission.

He cannot Just

disclose confidential information without permission, but
assuming that, I think he ought to be glad to tell what he

intended and tell what the substance of his work is.
Tom hasn’t spoken yet.
PARTICIPANT:

I think very often when we go into

speak to the banker, we are going in with a little different
hat on.

The reason we are going in is that the client, the

smaller client, does not have a capable financial man in his

office, assuming that he is asking us to represent him in that
way.

We have completed our work, now we are interpreting it.

Call it MS, call it what you like, casual service, that is what

you are doing.

You are acting in a dual capacity, not Just as

a CPA, but as a business consultant, and you have to approach

it a little bit differently, and I see no reason for disclosing
any business or financial information for your client.

CHAIRMAN CAREY:

That is right, and if I may say so,

Jule, I don’t see any great difference between going to the
banker and explaining the report and going down to the SEC and
talking to their staff about your client's registration statement.
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PARTICIPANT:

I don’t, either.

The only thing I

want is to have the client present.
CHAIRMAN CAREY:

The client isn’t always present when

you go down to Andy Barr?
PARTICIPANT:

I don’t know when we have gone there

whether he had a representative of the client.

CHAIRMAN CAREY:
PARTICIPANT:

On occasion.

Where the specific facts that are

being presented have all been discussed with the client, he
knows precisely what we are going to tell.

CHAIRMAN CAREY:
PARTICIPANT:

I would assume that in any case.

But I would like to make a point, going

back to what John was just saying, I think that is a wholly

different thing where the banker will call up and not under
stand what your opinion says.

If you are explaining the mean

ing of your opinion or you are explaining why you have taken

the exception that you may have taken, in one sense all you are

doing then is what you should have done when you wrote the
opinion.

That is what makes it clear what it means and what

ever exception you are taking is being taken.

PARTICIPANT:

Except that the credit banker must

first have enough knowledge to be able to ask or to recognize
such a problem.
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PARTICIPANT:

I think if you have written your opinion

to begin with so that—
PARTICIPANT:

No.

PARTICIPANT:

—it is clear—

PARTICIPANT:

No, I will never grant that, because

you are presupposing here that he is fully aware of all the

recommendations in the APB, and is practically a Certified
Public Accountant, et cetera, et cetera.

PARTICIPANT:

That is not true.

You have to assume a certain level of

competency on the other fellow’s point of view, just as you
expect him to assume a certain level of competency on your part.
CHAIRMAN CAREY:

Si, you have been very quiet. Go

ahead.

PARTICIPANT:

Just briefly, I think the problem that

is being discussed is a real one.

Charlie hit the nail on the

head when he said the situation is getting better, and it will

get better.

It is getting better.

The problem is that credit

grantors, commercial grantors and bankers have not in the past

fully understand the precise role that the accountant plays
when he renders an opinion, and they have not insisted by
repetition of questions and persuasion, et cetera, that he
make some value judgment of his client’s affairs.

They do that on the telephone.

They do that at
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luncheon meetings with the client present, but, unfortunately,
credit grantors in the past have equated good accounting pur

poses from their point of view with those firms who have made

these value judgments.

Now, the situation, I think--this is a problem that

really everyone has been talking about, and if you try to
avoid this by saying, well, this is not really what I do, he
assumes that you are not a good accountant, because he doesn't
understand what your role is.

The situation is getting better.

The Robert Morris Associates have done a great job in that
area, and most of the loan offices, I think, now do understand

what an accountant, what he means, and what his role is, but

there is still a long way to go.
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CHAIRMAN CAREY: Can we move on?

I think we have

gotten most points of view on this problem, and it will come

up again under ethics, under the construction of other areas.

John, would you like to talk about government, in addition to
what Len has already said.

PARTICIPANT:

I assume that the purpose of this is

to get your ideas and not our ideas, and I have been retraining

myself under that dictum.
What I am going to say, I think, is merely to provide

a basis on which you can take over and provide your insights
and views on this.
To begin with the revolutionary statement that the
Federal Government is here to stay, is likely not only to stay

but will grow, good or bad, is a good beginning.

I suppose the

reasons for that are not relevant to this discussion.

I would

put a fairly excellent assumption that it is the result of some
giant conspiracy conducted by a small malevolent band which is

out to deliver the Union into the hands of the devil or the
Communists.

I think the explanation is far more simpler, a

more likelier explanation, and it is that the Federal Government

is responding to the demands for protection or for assistance
from individuals who feel they cannot or have not provided for

themselves.

Its growth is the result of an effort to deal with
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seem to be beyond the resources of local governmental entities,
and it can, also, be attributed, I think, to a need to meet a

challenge from outside the nation, and, also, I think it may

reflect a real serious breakdown of the effectiveness of local

government.

But whatever the cause, it is there, and it is

going to grow.

The opportunity for the CPA to be a part of its

growth, the opportunity for an expanded reliance upon the pro
fession by the Government, I think, may be inhibited by a num

ber of factors, if my observations about CPAs

can be regarded

as valid.
I think it may be limited by the natural antipathy

that I sense throughout the whole profession to big government

and its social programs, a conservative bias or a leaning or
proclivity which seems to me often to blind the profession or

its members from even considering assistance.
The operations of governmental programs, with which
the individual violently disagrees—there is, I think, the

profession--and many of its members share the curious American

contempt for politics, although in essence the political
process is basically the way the democracy works.

I think it

is a fair indictment that many of our members are extremely
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unsophisticated to the pulling and hauling of politics, which

is often defined as the art of the possible.
Some of our people, I think, have an almost moral

istic fervor—they view the world often in black or white

terms, all or nothing, and that is not the kind of environment
in which the government works, or the manner in which politi

cians try to resolve the problem.

Yet, despite this, I think there is inevitably going
to be a greater reliance upon CPAs.
Lyman Bryan, who heads our Washington office, some

time ago—maybe, Jack, you quoted it in the book—estimated
that about 38,000 engagements have now been inspired by govern

ment agencies or required by them, twice the number that had
occurred five years ago, and Jack’s book forecasts that in 1979,
there may be at least 75,000 such engagements emanating out of

Washington in one way or another.

This is going to go beyond the traditional audit func
tion of the profession in the area of the client.
Jule indicated that he had some concern about this,

and I think that there has been a somewhat negative reaction

from some of our members, and apprehension about client reactions
to the additional cost that may be involved in performing a

client examination, and a concern about, oh, an occasional lack
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of clarity in defining the degree of the nature of response
to be assumed, a real genuine concern about the Impositions

of duty or of responsibilities, which may not even be humanly

possible to discourage with a reasonable degree of effective
ness, and yet much more of this is going to come.

Either it is going to come, or the Government is
really going to be obliged to engage its own forces of examiners,
and if they do so, they may well go beyond their immediate con

cern or compliance into a broader function to replace some of
the functions now ordinarily performed by the CPA.

I think, too, that the Government is likely to become

a much more important element in its whole economic planning

of the nation.

It seems possible, at least in my view, that

the Government will assume a far greater role in this area.

I think there are enough thought waves in process.

For example, Galbraith’s book on the Affluent Society, and
others suggest that somehow we must begin to more intelligently
utilize our resources, to invest it in terms of broadly useful

social objectives for the total good of the whole people.

He questioned, for example, the investment of so
much money of the actual resources in the chrome on our

"Insolent Chariots” of Detroit when it might conceivably have
been invested in better education.
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This is already done, of course, to some degree, but

I imagine off and on that the tax laws really become more and
more a weapon, a social weapon, to inhibit certain social be

havior or to encourage other types of behavior.
We have always argued, and it is in Jack’s book,

that this ought not to be so, that this whole trend of utiliza

tion of the tax code as a social weapon might be reversed in
some non-partisan commission to be established to review the
tax system of the United States.

I have always had grave

doubts about our ability to ever locate anybody who had any

non-partisan attitude about taxes.
When I was reviewing the manuscript of Jack’s book,
I remember sending him back a note from vacation suggesting
that the only possibility I saw for getting a wholly objective

view would be perhaps to import a group of experts from Mars,

but I wasn't even sure that once they got here, they wouldn’t
suggest that there ought to be some deduction for interplanetary
travel on missions of this sort.
I think, too, that there are examples of this in
volvement, that influence in the Federal Government on the

economy, and so many episodes of Mr. Kennedy’s confrontation
with the steel industry on the price rise, and L. B. Johnson’s

current effort to try to put a damper on inflationary wage
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agreements were a little soft blackmail that he is now present

ly applying to the balance of payments problems.
I think the ability of the Government to exercise

this kind of direct and power influence is probably going to

be enhanced by the acquisition of computers.

The whole ability

to master vast matter of information, of economic status--I

don’t know how this kind of planning is likely to come about,
whether it will be wholly by government, whether it will be
done by civic organizations, private organizations like Brookings

or whether it may occur, as in France, through planning councils;
in which the private citizens have a considerable voice.

It raises what kind of a role, if this should come
about, and I think it is likely over a long haul, what role the

CPAs are likely to play in this or want to play.

I only know

that they will want to, need to take, I think a far broader

view of their function in society and many of them presently do,
recognizing the full potential of the accounting art as well as

the limitations, realizing that the decision on the major
political or social issue involves far more than just dollars
and cents, although the financial aspects are, or implications,

are exceedingly important, and I frankly see few evidences of

this broader approach or broader concept to the accountant’s
role to or in society.
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Our own Tax Committee has recently and rather ginger

ly been approaching this effort to take a more comprehensive

view of its own mission.

It did so years ago, submitting com

ments on the views on the regressive tendency of the high tax
level, but a few weeks ago in New York, a citizens' committee
was appointed to consider the plight of the railroads and the

almost disastrous breakdown of the metropolitan transportation

system, and there was not a single CPA on it.

There were, how

ever, several ad agency presidents, and I submit that CPAs

should surely know more about this problem than a group of
Madison Avenue people.
I think CPAs are not likely to be, as Charlie said,

in terms of management services, I don’t think CPAs are going
to be invited to participate in these debates or in the resolu

tion of these problems as a matter of their rights because of

their professional know-how, nor do I really believe that the
Institute can do a great deal to gain access for them in the

countries where these kinds of decisions are likely to be
fashioned.
It is going to be largely, I think, a do-it-yourself

project.

CPAs, I think, have to identify themselves with

others as being concerned with broad public issues, and can

demonstrate a continuing interest, and in doing so I recognize
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they are going to run some risk of identifying themselves with

some unpopular crusades that may lead to alienation of friends
and, occasionally, of clients who would be demanding time and

energy, and I don’t know where these community leaders or

national leaders are likely to come from in a period of such
an explosive growth on the part of this profession where so
much of your energies are being diverted by the demands of your

own practice.
However, I think if the profession is going to

achieve the influence, which I think we all seek for in large,
or at least in good measure, it is going to depend on its

ability to move into these areas, to make its contribution to
the resolution of broad public issues which really affect the

basic future of the country, and failing to do that, I think

they are going to remain highly respected but relatively ob

scure, and I don’t think that is either good for the profession,
nor do I think it is very good for the American society.
Is that enough, Jack?

CHAIRMAN CAREY:

Yes, I think there ought to be a few

thoughts to express on this somewhat radical position.

PARTICIPANT:

Why does he have to write from vacation?

CHAIRMAN CAREY:

his vacation.

He was editing most of my book on
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PARTICIPANT:

Jack, having written it--

CHAIRMAN CAREY:

I ignored the comment that he made.

Charlie?

PARTICIPANT:

I could talk on this one for thirty

seconds or for thirty hours, I think.
PARTICIPANT:

Yes.

PARTICIPANT:

I would like to make a frontal attack

on 302 and 303 solicitation--very fine words, John, but it will
not happen, not unless we are in a position to be able to re

spond to the government type environment, and we are not today
by Rule 302 and 303--they are currently written, and that is
on competitive bidding and solicitation.

Each agency, each section of an agency, is a potential
client on their own.
banks.

They have no--justlike the individual

Each one has to know who is available in the market place

to respond, or help them take care of their needs.

The only

way that they can get to know is if the CPA takes the time to

make it known to these various agencies what he can do, and in
what way he can help.
Further, on the bidding portion, not only does it re
quire competitive bidding on a technical basis, but, particular

ly, in management services, it requires competitive bidding on
a price basis.
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We don’t have this market to ourselves.

There are

others that are already down there serving extremely well, and
would be delighted for us to forfeit our opportunity to serve.

Let me give you a one-time illustration of a situa

tion.

Budget.

This was a request for a proposal from the Bureau of the
Thirty-six requests for proposal were sent out.

This

was for financial management and control systems, something

that we would think is right in our bailiwick for the AID, the

various foreign agencies around the world—thirty-six requests
for proposal, including one CPA.

responded with a proposal.

Of the thirty-six, seventeen

Of the seventeen, nine were im

mediately rejected as being non-responsive, because there we

requested or there were requests for prices, among other things

For various reasons, if they did not have a price in, it was
requested that a price be in.

responsive.

It was thrown out as being non-

Those that are considered to be responsive by any

value of a contracting officer who is entirely separate and

distinct from the individual who wants the work done itself,
he evaluates these relative to the original request for appro
priations that were set up requesting that the work be author
ized, and shakes down from eight, say, down to three, and then

eliminates every one to two and then finally to some further

negotiations and discussions, and the collection of the

one
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to do the job.

In this particular case, I was the only CPA who was
involved in this thing, and, quite frankly--don’t take this

down--we submitted a price.
CHAIRMAN CAREY:

PARTICIPANT:

It is discussion.

I was considered as responsive.

We

finally were one of the two, and then in the final thing,
McKinsey who is a very large and well-known, highly regarded

organization, they cut their price $50,000 on this thing to

get the Job, primarily to go on the inside, and then to get the
add-on work that would follow later on in the installation of

the program as originally conceived.
This is the same as bidding on the TFX or Dinosaur,

or any other type of contract, and this is the way the Govern
ment operates.
These things have to be open to scrutiny, because

each one of these contracting officers, each Job is subject to
investigation for review.

My point really is that they aren’t about to change.

They think that what they are doing is in the best public in

terest, and we in turn are saying that we think we know what is
in the best public interest.

So we are not going to compete,

or we are not going to quote or solicit or anything else, but,
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clearly, this will freeze us out of the Washington environment
unless we do something to modify the two rules.

(Off the record.)
PARTICIPANT:

The alternate is to wink at it and

just go ahead in your merry way, but this has an eroding tend
ency in the whole profession.

CHAIRMAN CAREY:
PARTICIPANT:

Yes.

Very bad.

CHAIRMAN CAREY:

Who else wants to talk about govern

ment in general?
PARTICIPANT:

I might raise the point of assisting

governmental agencies in performing some of the services that
they are now performing in effect, operating and taking busi

ness away from the CPAs in the various--the ICC is a good ex

ample --governmental examinations, savings and loans, and the
like, and I have always felt that where a cooperative program
can be worked up with the agency, that will put the Government

out of the CPA business and still not inhibit in any way the
CPA’s relationship with his client, that is a plus factor, and
I think the REA audit is an example of what is now being done

in the savings and loans field, which substantially reduces

the governmental examination time and saving costs to the client.
That is a movement in the right direction.
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CHAIRMAN CAREY:

I don’t want to brag too much, but

I really do think that the existence of this Washington office
of ours, only six years old, has, maybe, had a very great ef
fect in extending the tendency of the Government to build a
big examining force, because Lyman with his contacts or com

mittees told a lot of agencies that it is more economical and
easier and relieves them of responsibility, and a lot of other

things--to rely on established auditors or examiners rather

than recruiting and building up their own staff.

However, this could be reversed, and I think if we
are toohesitant, Jule, to take a chance on extensionsof the

service, beyond customary limits of financial statements in
compliance examinations and other special work, we may find a
reversal of that trend, a delicate point of no return, and I

don’t know Just how far anybody ought to go.
Personally, I feel that we ought to be rather on the
bold side rather than on the overly cautious side here.

PARTICIPANT:

Well, don’t misunderstand me.

I was

all for our getting in and doing something in the examination

of this material in the right cases.

I think that is where we

can serve our clients.

CHAIRMAN CAREY:
PARTICIPANT:

Yes.

And perform a useful function as far as
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the Government is concerned.

All I am saying is, let’s be care

ful that we don’t get ourselves caught in the middle level and

become a price man.

I don’t think we are prepared to do that.

CHAIRMAN CAREY:
PARTICIPANT:

Leonard.

I would like to make an observation

that we owe, on the breath

expansion to the Government.
income tax.

of our practice, a good deal of our
Look

at the Federal Government

Where would we be without that?

Look at the SEC.

Look at what it has done for the accounting profession.

Most

of us, it is true, are conservative and kind of shudder at some
of the things that you were passing on as being some trends
that are coming.

I think we are all strongly for private enter

prise, but, nevertheless, each new step the Government is taking
by way of regulation, it seems to benefit the accounting pro

fession, and I agree that we should be bold about being in there
and getting all we can.

In that way, we can stave off the day

when maybe somebody else is going to know better how to allo
cate the resources of society by use of the private enterprise
system.

So I think that we should look for opportunities to

serve within the scope of our profession.

We are only, of course

a small part of the total economy, but we are in a very signifi

cant position.
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CHAIRMAN CAREY:

I think of you often as a buffer be

tween government and private enterprise, something that holds

the Government from taking over private enterprise in large
part, because if there weren’t an independent accounting pro

fession, you know damned well the Government would be in every
client you have with five or six agencies at once, as they are

in some foreign countries.
PARTICIPANT:

Charlie?

As you may know, the Government has

about 2,000 non-military computers, non-strategic computers,
with a total operating cost of pretty close of $1 billion.

Item A.
Item B.

One of the big problems of our clients is

the handling of paper and information as it relates to govern
ment.

Item C.

We are in information systems.

Would it be

possible to have a subcommittee on the Committee for Relations

with Government or a new committee to be established on in
formation systems, design and communication between industry

and government.
CHAIRMAN CAREY:

PARTICIPANT:

computer capability.
PARTICIPANT:

Wonderful.

Brilliant.

There is going to be more computer than
There is already some available today.
There has actually been some congressional
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inquiry into the whole area, as you probably know, Charlie.
PARTICIPANT:

Yes.

One other factor I might mention,

it is a sort of growing professionalization, or, at least, the

aspiration for professional standards of accountancy in govern

ment, and there is a growing number of it--GA0 is extremely
proud of the trend away from the particular type of auditing

it did many years ago to a really professional type engagement,
and along with it, there is a desire for recognition, the desire

on the part of the Government accountants for participation in

determining some of the profession’s policies, as well as recog
nition for their experience as qualifying for CPA's certificates
and I know it is no real radical prediction, I am sure that

these pressures are going to

nount, and the accounting in

Government has a considerable political influence not only in
Washington, but in the state capitals, and somehow or other

the profession is going to have to come to grips with this
problem of the qualifying experience of the Government auditor,

and give him some opportunity to participate more directly than

in the past in the resolution of some of the profession’s
major problems.

CHAIRMAN CAREY:
PARTICIPANT:

I would like to add a point, too.

On this point, if we can develop the

educational requirements for certified public accountants, we
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just did that in New York State, so that it does require under
graduate work and graduate work, and then might it not be ac

ceptable to have governmental work qualification as accounting
experience, because then we will know that we have at least
dedicated people in the profession, but until now, up until
many years ago, several years ago, education in many states

was not a requirement, and I think that this is a step in the

right direction for us to accept governmental people in the
profession.
PARTICIPANT:

Why?

PARTICIPANT:

Well, I think the lawyers have that

experience, because formerly they had clerkships, and so on

and so forth, then when they came to the professional school
as a post-graduate school, the lawyers did away with the clerk

ship requirement, and I don’t think that the legal profession

is now the less for it.

I think that if we upgrade our educational requirement,
I think we can accept them into the profession.
PARTICIPANT:

My question is, why accept them in the

profession, any good accountant that can pass the examination--

CHAIRMAN CAREY:

If he has the educational background.

PARTICIPANT:

Yes.

PARTICIPANT:

It may be so.

___________________________________________
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PARTICIPANT:

Should it be restricted to those?

CHAIRMAN CAREY:
PARTICIPANT:

We lost that battle a long time ago.

This would lose it more.

CHAIRMAN CAREY:

I would like to say a word about

local government and, also, about the financial controls inside
the Federal Government, especially with relation to grants in
aid and subsidization and highways, and things like that.

It

seemed to both John and me that not only from a public relations

point of view, but really from a profit making point of view,

the organized profession ought to pay more attention to this

sort of thing.

It is quite clear from the information available to
us that the controls are very loose, that the money is being

thrown around in all directions, and lots of people don’t know
what is happening to it at all, and local governments, municipal,
subdivisions are spending about $50 billion a year in this

economy.

Most of them are not independently audited, except

in some states, and I don’t know that even the auditors have
much to do with their internal financial controls.
They Just certify statements.

I am wondering if this

isn't one of the non-commercial groups of economic units in
this country that we ought to be pushing for.
PARTICIPANT:

Well, it certainly is, and I think there
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is a big room for expansion of the reputable accounting firms
in this area.

In my observation, there has been a lot of these

things operating through political organizations, and I don’t
know how you overcome this.

Politics is a pretty tough game.

Yes, there are opportunities, but how do we touch them.
CHAIRMAN CAREY:
PARTICIPANT:

Well, John is our political—

This thing that Charlie mentioned—

CHAIRMAN CAREY:

I think we will have to get rid of

this bidding rule.

PARTICIPANT:

We’ll have to get rid of substandard

work.

CHAIRMAN CAREY:
PARTICIPANT:

That is right.

The people take a fee and do nothing.

CHAIRMAN CAREY:

I had a wild idea that if the New

York State Society or the New Jersey Society, any group would
start a five-year public relations campaign--with Institute

backing--to convince the taxpayers and the politicians that it

would be tetter for everybody if they had sound financial con

trols, and the CPAs could help, that you really might get some
where, because it is very appealing to the taxpayers.

It is

his money that is going down the drain.
PARTICIPANT:

You are thinking of a situation where

they wart to know where all the money went.
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CHAIRMAN CAREY:

That is one thing.

PARTICIPANT:

Or the highways.

PARTICIPANT:

Jack, on this point, I would like to

speak from personal experience.

I think going back to John’s

point, more of us would take an active role if--let us start
with the local level, the local school boards, the local

villages, and so forth, I think that we could request and in

sist on more adequate accounting records on more adequate
audits than we have been having in the past, and I am speaking

from personal experience.
I had the misfortune of getting up and speaking at a

meeting.

I was made treasurer of my village, and since I have

been serving as a village trustee.
They knew what an audit was.

They never knew what

a set of books was, and I took on the responsibility of in

stalling a set of books for our local village, and ever since
then they swore they would never have a treasurer who is not a

CPA.
I don’t feel that this in any way imposed any undue
hardship on me.

I may have lost a few friends when they closed

a couple of things in our village, made one-way streets where

there was a two-way street, and we put up Stop signs.
PARTICIPANT:

Speed limits.

215

CHAIRMAN CAREY:
PARTICIPANT:

Got a rule on dogs?

New rules on dogs, and so forth, but

there is no question in my mind that the more the competent
CPA exposes himself to the public, the more the CPA profession

will be accepted, and the more that these villages and school

boards, and going up the line, will insist that they have ade
quate audits on adequate records in all of these levels.

I never yet saw such a conglomeration of records.
When I walked into it, I almost threw up my hands.
terrible.

They didn’t know what reports were.

It was

I am very sur

prised by what you said.
CHAIRMAN CAREY:

PARTICIPANT:

Len?

Not to put a damper on this, it is a

nice plum, and it is sweet, and we should think about plucking
it, but we did have a situation recently in New Jersey where
we do—not our firm, but accountants in the state do a lot of

school auditing.

Unfortunately, when you expose yourself to

government work, you expose yourself to politics.

We recently

had a case before the Professional Conduct Committee in New
Jersey where a school board auditor presented his audit report

at a public meeting, and it was open to discussion.

Apparently

there was a political battle going on in that state, in that

community rather, where someone wanted to get the superintendent
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out and someone wanted to keep him in.

Anyway, the audit report contained strong recommenda
tions that there was inefficiency in the central office, and

this, that, and the other thing.

Well, there was a CPA in the audience who got up,
and he let it be known that he is also a certified public ac
countant, but he was backing the superintendent, and he would

never put such a thing in a report, and he actually attacked
this fellow’s report.

Then the thing got into the newspapers that CPA at

tacks CPA, and the thing got to the point where it ended up
before the Professional Conduct Committee.

So every time you get into these things, there are
new problems that present themselves and things we have to

think about.
CHAIRMAN CAREY:
PARTICIPANT:

It is uncomfortable.

Yes.

CHAIRMAN CAREY:

Not nearly as comfortable as having

wholly successful clients, as somebody said.
PARTICIPANT:

Charlie?

I would like to suggest that in any of

these types of effort we put in the front of our communication
that success is our objective, successful engagements, success

ful performance.

If success is not reasonably assured, the
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question is whether we should go into it.
In the Federal Government, I think, there is op

portunity for success, because there is pressure which will
cause them to try to improve.

Quite often it takes the very

broad brush approach rather than nuts and bolts, but still the

desire is there.
In the local government, there is also the desire,

because people can see it.

see the one way street.

They are close at hand.

You can

However, I submit that when you get

past your local and get into county and state government that

the probability of success is pretty remote.

The distance be

tween the people that have the will power and those that are in
control of city and state make it almost impossible for you-the distance makes it almost impossible to really motivate the

bosses, the ones that run the show, to accomplish anything.

I have had an opportunity to work with a number of
states and became quite cynical as to the possibilities of

being able to do anything with these people, almost to the

point in my own mind where I think from a control point of view

this is Just never going to happen.
So if we move into the county or state level, merely

a word of caution, that the probability of success there is
pretty remote.
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PARTICIPANT:
statement.

I think that is a terribly cynical

We have done a reasonable amount of state level

work, and I will go back to John’s statement that it is a matter
of the art of the possible.

You may not be able to accomplish too much, but you

can certainly make a dent.
PARTICIPANT:

That is right.

CHAIRMAN CAREY:

PARTICIPANT:

Leonard?

I think there is a major problem in

the economics of the practice involved here.

If you can get

introduced into work that will produce a reasonable fee and

you could make a report and render it to the public, and still
make out on it, I think that is fine and dandy.

On local work,

I just don’t think it is likely to happen.

I can think of two states, however, that have gone
heavily into the use of independent accountants, one is my

home state of Illinois, where it took a major scandal and a
reorganization headed by a top educator to get a new audit

through, and a new setup here, and they bring in all the big

firms and a lot of medium sized ones and pass out the work all

over the place.
One went to the state penitentiary, another to the
state hospital, another to the university, and so forth, and
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this has been a very fine development, we think, to those in
the public service, and all the firms are glad because they

get reasonably decent fees, are able to do a good Job.
Another state who has done this quite extensively
lately has been the State of Colorado, where for the first

time they put in a state auditor, John Proctor, who is a CPA,
and he in turn has called on CPA firms who are able and willing

to contribute, and they have responded very greatly, and every

one has benefited.
CHAIRMAN CAREY:

The state auditor of Michigan is a

CPA and a member.
PARTICIPANT:

I have seen some horrible examples

back in Chicago where it Just is as crooked as can be, and no
reputable CPA would touch that.

CHAIRMAN CAREY:

Well, in the perspective of this

whole discussion, I mean all these subjects, it is quite a
long ways into the future, and we cannot help thinking in the

Institute that instead of 80,000 CPAs there will be 160 or
170,000 CPAs in such and such a year, and this is all moving
up from pencils and long columnar paper on account of computers,

and what-not, to advisory, analytic, constructive, creative

work, and I would think over a period of ten or fifteen or
twenty years, with a much more sophisticated public which is
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better educated, reading more, knowing more, higher standards
of ethics and behavior unquestionably, I mean, things that

would have to be taken as absolutely the order of the day when

I was a young man are now scandals in the papers, like the use

of inside information in the Texas Gulf Sulphur case.
These are all straws in the wind, and I think if we
plan, maybe in this governmental area twenty years from now,

there will be quite a large field for our people.

I think may

be the taxpayers will support it.

PARTICIPANT:
touched on.

Can I ask one question that we have rot

We have touched on the auditing of governmental
I was wondering what the reaction of this group is

agencies.

to the employment of independent accountants to audit taxpayers

as was done in the State of California by the City of Los
Angeles.

Should we encourage the engagement of uncertified

public accountants to audit tax returns filed by taxpayers or
other CPAs?

Is that an area we should continue to encourage or

discourage?

I have my own views on it, but I was wondering

what the thinking is here.
CHAIRMAN CAREY:

PARTICIPANT:

My reaction would be to discourage it.

CHAIRMAN CAREY:

PARTICIPANT:

Anybody have an idea?

Yours, too, Tom?

Yes.
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PARTICIPANT:

I would be opposed.

PARTICIPANT:

You haven’t stated why.

PARTICIPANT:

Well, I think you are backing a police

action type of thing in an arm of the government here, and I

think that as a profession we are geared up for service, serv

ice that may help our client, and it strikes me as being a
negative approach.

CHAIRMAN CAREY:

payroll of the city.
PARTICIPANT:

Be better for the CPAs to be on the

That would be all right?

Right.

CHAIRMAN CAREY:

As independent practicing account

ants to be retained and do this, it seems a little odd.
PARTICIPANT:

Yes.

PARTICIPANT: There is always the reference of the

negative reaction of being a policeman who may be on the pay

roll of the government, but in a sense you are almost serving
in part as a policeman now, aren’t you?

You placed the em

phasis on service, Walter, but--

PARTICIPANT:

I don’t know that we have a choice be

tween taking a job for a governmental agency or a commercial
client, where there might be a conflict.
take the commercial client.

probably is a--

Obviously, you always

Why you do that I don’t know.

It
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PARTICIPANT:

Well, as a shareholder, I regard you in

a sense as being a sort of policeman evaluating the representa
tion of management.

You are not arresting people, but you are

restraining them from misbehavior that might be to my disad

vantage.
CHAIRMAN CAREY:

Sure, when you try to decide whether

you will hold your General Electric stock or not, I think that

is a very important consideration.

The time goes awfully fast.

I don’t think we ought to stay here too late.
on the agenda.

We are behind

I don’t like to chop things up, but I wondered

if it would be all right if Len made his presentation on educa
tion and training--we started the discussion on some of it in
the morning.

Would you rather not continue with it?

PARTICIPANT:

We have been talking about it all morn

ing.

CHAIRMAN CAREY:

PARTICIPANT:

Yes.

And we will probably talk about it all

day tomorrow, too, because education and training filter into

every one of these topics.

We just brought the subject up.

Herb brought it up with Government and with taxation.

into it with management services.

We get

Actually, the end that we

have gotten into has been with the specialist and with the
problems that exist at that end.

Actually, there are just as
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many problems that begin at the other end, which is the at
tracting of competent personnel, getting our share of the top

brains into the profession, which I personally do not think we

are getting.
I have been fairly active in the State of New Jersey

in trying to get into the high schools.

This is in conjunction

with the state society out there—getting into the high schools
and making a pitch for our profession to the high school stu

dents, and you would just be amazed at what you run into.

For

example, I went into a high school, a very popular high school
in a big town in Bergen County.

counselor.

He was a PhD.

I asked to see the guidance

I was introduced to Dr. Somebody or

other,and I told him who I was and that I would like to address

the senior class and tell them about the accounting profession.
Well, he was very nice, and he said he didn’t believe

he could help me, because this school does not send anybody on
to be accountants, because they don’t offer calculus in high

school.

Now, this was a PhD. guidance counselor supervising

people.

Nobody goes on to accounting in that school because

they don’t teach calculus.

I have gone into other high schools where I asked to
address the senior class on behalf of the profession, and they
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gave me the senior bookkeeping class, the commercial course
where students don’t even go into college.

This is how poor

the high schools are informed as to what we do and how we do
it.
Now, what we have been doing in New Jersey to beat

this situation is on a chapter level within the counties
we are having programs where we have invited guidance counselors
and principals to attend meetings where we have shown the film
put out by the Institute, distributed all the propaganda that

we have had and tried to educate them a little bit as to what
we do and how we do it.
Then we have made appointments to address senior

classes on Career Days, and so on, and we showed a film and had
a question and answer period.

lot of progress.

We still haven’t made an awful

I will be honest with you.

We have been

doing this for five or seven or eight years now, and it still
is Important.

We give a scholarship organization in the state which
attracts about one hundred applicants from the whole State of

New Jersey to take this test where we award a scholarship to
the one that comes in first.
Achievement Test.

It is the American Institute

There is a poor showing, and it just re

quires a lot of education, a lot of public relations on our part
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to get on with it into the education itself.
I say that I don’t think we are getting the best

brains.

I have interviewed recently a group that was coming

out of a graduate school of business administration.

Their

main subject was accounting, and I would say that 60 per cent
of these students were honest enough to tell me that the

rea

son they were there was that they were pre-med students or pre

dental students in undergraduate schools, and they graduated
as sociology majors or

chemistry majors, but they didn’t get

accepted to medical school or dental school, so they had to do

something.

They wanted to graduate school.

Some of them went

to law school and some went to graduate school to study account
ing.

There are an awful lot of people like that.

There

weren't very many in the graduate schools that started out with
the desire to be a public accountant.

Most of them were there

because if it weren’t that they hadn't made it at pre-med or

pre-dental--they lacked certain credits that they needed to sit

for the examinations.

They needed twelve more credits to com

ply with the statute.

They needed twenty-eight credits for

a Masters, so they continued on.

This is not attracting the best students.
a trend toward more graduate work.

There is

I am not sure why this is--
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partially perhaps because of a, well, we are a more affluent
society.

There is more money available for education.

I think

part of it has to do with military service, people hoping that
by the time they finish going to school, they will be married

and be kept from the service.

I don’t know.

Jack does point out in his book here, and I read it

with interest, that in 1919 and 1920 the colleges and univer
sities of the United States awarded a total of 4,620 Bachelors
and first professional degrees, 4,000 Masters degrees, and only

615 PhDs, or equivalent degrees.

By 1959 and 1960, the number

of Bachelors and first professional degrees had increased to

395,000--in other words, eight times as many as forty years

earlier; 75,000 Masters degrees, over eighteen times more, and
PhDs equivalent to an extent of sixteen times as many.
To bear this out, I was speaking to somebody recently

who was recruiting for one of the large firms, and he told me

he went out to Franklin Marshall, I believe it was--it is a

small school.

They didn’t have a very large accounting--I

don’t remember the figures, but let’s say there were twenty
students who were studying accounting, eighteen of them were

going on to the profession, to graduate school.

Only two people

that were looking for employment at that level.

So there is a

tendency to move on to higher degrees.
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Now, we have already read quite a bit about liberal
arts and how important it is becoming, or we think it is becom
ing, to our profession.

I recently, just within two weeks, got

a publication from my alma mater, which happens to be Wharton,
that starting in September, this coming September, they no
longer will have a four year accounting program.

At the end

of four years, a student will not be eligible to sit for a CPA
examination in most states.

year.

He will have to go on with a fifth

The reason for that is because of the increasing amount

of liberal arts that is going to be required to be taken.
I think this is the beginning of something.

I think

we are evolving toward something I would like to bring up later
I think it is a step in the right direction.

In going over the different proposals that people

make in this, and they are coming up all the time, about where

we should go in the field of education, what I would like to
suggest certainly is not something that is going to happen im

mediately.

I think we might evolve into it, and it certainly

is not a panacea, because I don’t know what the answer is or

the solution, but what I tried to do is think about it in terms
of emulating other professions, one of the other professions

that has been in business longer than we have, what they have
done in the way of education, and what I suggest would be a
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four-year pre-accounting course, just like there is a pre-law
course or a pre-dental course or a pre-medical course, whereby

students will major in anything they want, political science,
economics, French or English, and receive a Bachelor of Arts

degree upon graduation, that there then be a two-year pro
fessional school, after which would come the technical problems

of accounting, the technical courses that would be necessary
to become an accountant, that upon graduation from the pro

fessional school, a CPA degree would be awarded to take the
place of the CPA certificate, and that then a state licensing

examination, because you will never get away from that, be

taken--similar to the state Bar examination that lawyerstake,
or the state boards that doctors and dentists take, and the
passing of this state board examination would entitle the per

son to practice.
Now, in order to become a specialist, if an accountant
so desired to become a specialist, which I feel we need, and

we definitely have already--we have tax specialists and manage
ment service specialists, etc.

In order to become a specialist,

all graduating accountants who have passed their examinations
would have to, number one, intern with an accounting firm for,

let’s say, a year, similar to the medical profession, that dur
ing this internship--it is a rotating internship--that he be
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given a certain amount of experience in the field in audit work,
that he be

assigned for a certain amount of time in the tax

department to do tax work and in a management service depart
ment, or whatever other areas the firm may have available.

Then after the internship, he can either go into
practice himself as a general practitioner, or he can go on

and specialize by on-the-job training, by a combination, I

should say, of on-the-job training within a department of that
firm, and professional development courses, which would be

available through the Institute and state societies, profession
al development programs.
Now, I agree there is enough in there to discuss for
a long time.

This is my thought on it.

I am not even 100 per

cent sure I advocate it 100 per cent, but it is something I
would like to hear discussed.

right now.

I don’t know anything better

I don’t know what we have that is better.

what we have and what we are doing right now is worse.

I think
I think

we are evolving toward something like this, and I would welcome

discussion on it.
CHAIRMAN CAREY:

Well, there is time, since you have

been so brief, for a twenty minute discussion.

Who would like

to start?
PARTICIPANT:

I would like to start out by agreeing
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100 per cent that the trend should be toward a liberal educa

tion during the early period of a person’s career, and then
specialization at the graduate level.

I think one of the bad

images that the profession has given over the years is the
fact that very, very few approaches to problems have been

created, and I think liberal education tends to batter down
that image and yield a more rounded individual, create a more
rounded individual.

I think that is a definite advantage to

the profession.

CHAIRMAN CAREY:
PARTICIPANT:

Leonard.

I am not even sure what people mean by

liberal education and what is so great about it.

For many years,

the better business schools in permitting people to register
in accounting and major in it have, I believe, generally
followed the same recommendations that came out in the studies

a few years ago, about 50 per cent liberal, 50 per cent busi

ness, half of that again would be accounting.
I think that stood up pretty well over the years.

So when you say we should get more liberal education, I am not

sure what it means.

It is obvious that we are getting more

graduate degrees, and that is fine.

If a man gets his account

ing, undergraduate level, I think it is a lot smarter to not take
any more of the graduate level, or, on the other hand, make him
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wait until he is in graduate school to take accounting.

That

is fine and dandy, too.
I don’t think he should be held--I don’t see anything

too great about taking ancient Greek or something like that.

PARTICIPANT:

Well, maybe I should put a frame of

reference around my remarks.

I am really pointing at the New

York State requirements for a degree which, I understand, is

being changed now, modified at least in the right direction,
in my opinion, whereby you first would take an amount of suf

ficient courses and materials which precludes taking ancient
Greek and what have you in the undergraduate level.
PARTICIPANT:

I will agree with that.

PARTICIPANT:

Ancient Greek is all right.

PARTICIPANT:

It is too specific and should be changer,

and is being changed to accommodate the graduate business

school type if it doesn’t fit neatly into the compartment.
PARTICIPANT:

I would like to ask a question.

Would

you do away then with the CPA examination?
PARTICIPANT:

My thought would be that the equivalent

of the CPA examination would be the state board examination,

that somebody would have to pass in order to practice.
PARTICIPANT:

And that would be a uniform examination

as it is now, throughout the whole state?
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PARTICIPANT:

Yes.

PARTICIPANT:

That is correct, and it would have to

It would be a license, not a

degree.

be, well--the results of it would have to be somewhat like the

results of the Bar examination where a substantially reasonable

percentage of the people taking it pass it so that they can
practice.

In other words, if this is going to be a barrier

to progress, it can’t be set up so that only 10 per cent of

those going through six years of school can pass it.
With all this education, we should have better trained,

better qualified people to take it, and it is hoped that the
results could be more, could approach the results of the Bar
examination more as they are today.

CHAIRMAN CAREY:
PARTICIPANT:

Herb.

I happened to clip out, I don’t know

how many of you read it in the May 7th issue of Time Magazine.
I don’t recall whether it was under business or education, but

there were several references to the point that Jack made in
his book, and I would like to mention some of that, if I may.

This is a quote from Courtney Brown of Columbia Business School:
We are no longer training students for their first jobs; we are

trying to develop business minds with adaptability, perception
and conviction.
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Another point, UCLA and other schools have decided
to shut down their undergraduate business schools altogether,
and concentrate on graduate training, figuring that tomorrow’s

business leaders will be better off with a broad liberal arts

or engineering background before they begin to specialize.
Courses are becoming less specialized, more intel
lectual and analytical.

Our function is to train business

leaders, not clerks.

Now, whatever we say here, this is not what is hap
pening in schools.

The trend—here is another one—that busi

ness, fully one-third of the companies that recruit college

graduates do so exclusively for students in the 600 United
States business schools, which now account for 20 per cent of

all graduates and undergraduate enrollment.
Facts are that CPAs are not getting the graduates,

business is gettingthe graduates, and we have a lot of work to
do to train the schools--not train the schools, to at least get

the schools to think along the lines that we would like them to
think, that accounting is a profession.
I think the schools do not accept it as a profession

yet, and we have a lot of work to do, and from a long range
point of view, we may be sitting here ten years from now finding

out where those 170 CPAs are going to come from that you speak
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of, Jack.
I don’t know where they are coming from, because each

day that passes finds it more difficult to get CPAs for our

own firms.
PARTICIPANT:

I am very much disturbed about what is

happening in schools, and I think that this is where we, at
least the American Institute, is starting or should direct its

attention to instill in the schools the importance of the ac

counting profession.
My son, too, is a graduate of the Wharton school, and
I was very much disturbed in respect to one of the professors

down in Wharton who told me that he is training accountants for

business, not to practice accounting.
This is a concept of the school.

You go up to the

particular school and they think it is a joke to practice

public accounting.

They want business leaders.

I think the

Harvard School of Business is thinking exactly the same way.

I think it is that way in the Ivy League schools.

I am sure

it is not that way in our city school system, at least the New

York City school system.

I don’t know what it is out in the

Mid-west, but I am speaking of those people that I have come
in contact with.

That is the thinking.

CHAIRMAN CAREY:

Let’s see.

Wait a minute now.

I
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think Jerry hasn’t spoken on this yet.
PARTICIPANT:

Not on this.

Perhaps the entire struc

ture of education for both the profession and industry should
be reconsidered.

Perhaps what we need are not 170,000 CPAs,

but perhaps a group of sub-professional people to accomplish

some portion of the jobs which are so methodical, so routine
that they don’t require six years of college education.
I think the big problem now faced, I am faced with

right now because I have a son who is graduating from high

school and, of course, he would like to follow in his father’s

foot steps, but I think he has reservations.

He sees me march

ing home at night with a big bag and plenty of work, and the
Sabbath and so on.

He probably feels deep inside that he can

do better elsewhere with his ability, and I am kind of inclined
to agree with him.

I think any young man who puts in six years

six hard years, qualifying for practice in this profession,
should not be exposed to the type of work we expose him to
right now.

I think it is a crime to have to subject a young

man to opening verification letters, starting with bank recon

ciliation figures—this is not the type of thinking that an

active young man, stimulated by six years of exposure to broad
mindedness at this stage of the game--I think this type of work
could best be performed by sub-professional people, people who
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perhaps have attended a two-year college and qualified them

selves to do routine jobs in a routine way, but given the—well,

you can call it your deadend senior, if you will.
actly what you are dealing with.

That is ex

I think that should be con

sidered, too.
CHAIRMAN CAREY:

PARTICIPANT:

it scares me to death.

Jule?

I agree with you.

At the same time,

It seems ‘to me that whenever we miss

something, we miss it at this junior level, and the one problem
that I don’t know how in hell to lick is to get the guy to be
alert, looking at the routine things one after another, and

still catch the wrong thing.

If somebody could solve that, I

think we could revolutionize this profession.

PARTICIPANT:

Well, a great mind won’t be stimulated

by opening envelopes, I know, but—
PARTICIPANT:

He will fall asleep faster than a clerk

PARTICIPANT:

Well, if they stay awake and still miss

will.

what they need to catch, it doesn’t help us any.
CHAIRMAN CAREY:

PARTICIPANT:

Dan, do you want to speak?

I think you will find that somebody

with less intellectual capacity could do a job like looking
at endorsements on checks better than somebody who has got
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greater intellectual capacities and is bored to tears doing it.

That may be one of our problems.
CHAIRMAN CAREY:

The experience requirement is cer

tainly one of our problems.

PARTICIPANT:

I am afraid that if we make this divi

sion, everyone who starts out by considering himself a great

mind and looking for that advanced position, we won’t have any
body doing the basic checking and work as good experience for
moving on.

I think it is important to go through a period of

this in order to be able to make the decisions at a later date.
I have taken some of these boys right out of school,
and they are just all hell bent for election.

all of the problems.

They can solve

They can do it according to the book,

but they are lost when they meet the actual situation.

CHAIRMAN CAREY:

these quiet men over here.

I would like to stir up some of

How about you, Bert?

Do you have

any ideas on this subject?
PARTICIPANT:

May I speak to the simile that was

just made?

CHAIRMAN CAREY:
PARTICIPANT:

After he gets through.

I don’t find too much fault with the

present method of developing a certified public accountant.
CHAIRMAN CAREY:

Can you recruit in your firm
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satisfactorily?

PARTICIPANT:

and cents.

I think our basic problem is dollars

We don’t pay them enough.

That is why we are not

getting the best men.
CHAIRMAN CAREY:

pay them more?

Why don’t you raise the fee scale,

Do you have any views. Bob?

PARTICIPANT:

On the recruiting only, I don’t think

any firm is satisfied with what they are getting. They all seem

to complain about it.

cruiting.

Nobody is completely satisfied with re

As to what Jerry said over there before about the

boring work that we push on highly trained and intelligent

people, I have always found in my experience that the best
auditor is the one that does the detail work the best, and

those that don't do the detail work the best, usually you can
pick out the best man in the first year by just observing how

they do detail work, and maybe we discourage the better man
by giving it to him.
However, I found that the lousy auditors are the ones

who detail work the lousiest, and the best are the ones who do
the detail work the best, and there seems to be no doubt about

that.
May I clarify my point a minute?

CHAIRMAN CAREY:

Yes, Bert.
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PARTICIPANT:

What I meant was that the reason the

Wharton School and some of the other business schools we men
tioned today. Harvard, are training their accounting students
to go into business rather than to public accountancy is because

our whole profession doesn’t command a high enough salary or pay
level.

They don’t meet the business level.
CHAIRMAN CAREY:

Maybe that is true of some firms,

but I am on the advisory council of the Columbia Graduate School
of Business, and the personnel placement man up there this year

said they had more business going in public accounting than
they did last year, and the average salary, I think, is $8200

to start.

Now, this is competitive with companies in business.
It may be true that among the smaller firms, you don’t feel

you could afford to compete,but he also said that the larger
firms who do recruit up there are always trying to look at the
top 25 per cent academically.

He said:

We have got a lot of

good boys there who are below that level, why don’t some of
the smaller firms come up and pick them up.
PARTICIPANT:

Jack, I think you have had far more ex

perience than we have had here; what is the attitude of the
other schools toward the practice of accounting--schools of

business I am talking about.
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CHAIRMAN CAREY:

PARTICIPANT:

Well, let me say—

I mean, what I have said is—

CHAIRMAN CAREY:

The best graduate

Let me finish.

schools of business, I am told, are—and I won’t start in any

particular order--Stamford, Chicago, California--I mean
I have omitted a few.

Columbia-Carnegie Tech.
PARTICIPANT:

You forgot Harvard.

CHAIRMAN CAREY:

Harvard, yes.

They come in some

where.

PARTICIPANT:

Wharton.

CHAIRMAN CAREY:

Their approach, I think, is that

they are glad to have their boys go into public accounting,
and a great many of them do.

One national firm has recruited

ten Harvard business school graduates this year.

Ten, is that

right?
PARTICIPANT:

That is right.

CHAIRMAN CAREY:

But the school says it isn’t our

business to teach them how to audit or how to make out tax
returns or how to do work; our Job is to develop them mentally,
intellectually,

impart certain basic disciplines; many of them

understand business management on the whole and what-not, and
there is very good material for partnership there.

has proved out.

I think it

I mean, we have a few members right in this
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room.

I think that is the trend in the better schools.
I think whoever it was, Jerry, said that this thing

might split into different levels of people.

These partnership

people will be coming out of advanced, broad, educational

courses.

The firms will have to train them, or else we will in

the state societies and the Institute, in the techniques that
they need to begin to work, but there is going to be a need, it
seems to me, for many years to come for people to do the work
at a lower level, the lower level that you were talking about

of opening envelopes, checking things out, and I am not sure

the computers are going to take this over completely.
Maybe we are going to be in the same position as the
architects who employ draftsmen, who are not architects, and
doctors who use nurses who are not doctors, and develop some sul

professions.

When our Long-Range Committee talked to John Gardiner
of the Carnegie Corporation, he suggested this very specifically

He said that it almost always happens that as a profession up
grades itself and the educational requirements get higher,
there develops need for some related technicians who cannot

make the grade for the top honors, but who nevertheless are
very necessary, and he gave us a lot of illustrations, some
of which are mentioned here, and some of which I forgot.
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CHAIRMAN CAREY:
PARTICIPANT:

Len.

I still feel strongly that the problem

goes right back to the high schools, goes back to the knowledge
that the high school students have of our profession.

I think

they are getting into the colleges, and I think they are fill

ing in in their application that they want to be an accountant,
and that is all.

They are not saying that they want to be a

professional accountant or they want to be a certified public
accountant.

They want to be an accountant.

There is so little knowledge among the high school
set and in the whole State of New Jersey, because I have

traveled all over and spoken to them, even to the point where

somebody would ask me in the street if they are in high school,

what do you do.
"CPA” stand for.

Half of them want to know what the letters

One or two might perhaps know part of it, but

I think the need for public relations and for education in the
high schools, the high school level, is the beginning, and if

the students then apply to colleges to study professional ac
countancy and become professional accountants, I think the
schools will give them what they need.

Today there is no de

mand for it, and I think that is why they are not getting it.
PARTICIPANT:

Jack, I spoke to two hundred guidance

counselors, high school guidance counselors in upstate New York
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a year or so ago, gave them an impassioned plea for the rich

opportunity awaiting those who have accounting.

After I got

through with this really eloquent speech, one of them got up,
and all of them were nodding as he spoke, and he said:

”I

think you are under the illusion that most high school students
going out to college have any idea, even the foggiest idea, of

what kind of career they want to pursue.”
We came finally to the conclusion that really we may

have a major job to do at the college level.

The commitment to

a career is apparently made much later now than it used to be

made.
PARTICIPANT:

That ties in with the point I was try

ing to make, letting a person get the

liberal

education, be

cause it is not until his junior or senior year where he makes

up his mind what he wants to do.

You cut it off and say that

we are wasting a lot of talent in accounting, and the business
schools say that an awful lot of people change their minds be
tween sophomore and the junior year.

That is when the commit

ment is finally made.
I think, Len, if I may interrupt, our main Job is to

attract high school people of quality to business.

If they

will go to the undergraduate or graduate schools of business

ultimately, we can get at them, and our new film is pitched to

244

that tune, the drama of business management, business as a

career, business as the foundation of our standard of living;
business, business, business.

Once we get them in the right college, we can get at
them, but to try to educate all the high school children as to

what a CPA is when they don’t even know what business is yet

seems to me to be almost like trying to bail out the ocean with

a teaspoon.
PARTICIPANT:
tion.

I think that is exactly the right posi

We are getting quite a few of the best at the present

time that do go into the business schools.

counting.

They go into ac

It has been proved to us over and over again.

How

ever, where I think we are getting new problems is in the in

creasing trend toward graduate school, as has been mentioned,
that we are not getting the best of those who go to graduate

school to major in accounting, but one thing is that many of
them don’t even have accounting majors, or any other kind of

major, and that is where the real problem is.
I think a partial solution, and I don’t think this
is--it has widespread implications like Rutgers, and North

western with their graduate schools of public accounting.
CHAIRMAN CAREY:

How do you make out if it is not too

personal, in Price Waterhouse with Harvard and Columbia?
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PARTICIPANT: We get quite a few boys from there, but
it is a real tough job, and I think we picked up probably a

half dozen out of Harvard this year.

CHAIRMAN CAREY:

Aren’t they just as good as the

other boys at Harvard, or do you get the second level quality?

PARTICIPANT:

We think they are very good.

We get

good quality, but when they graduate 650 to 700, and 20 of them
go into public accounting—

CHAIRMAN CAREY:
PARTICIPANT:

It is better than that at Columbia.

--well, that is not much.

At Harvard,

that is just about it, and it has been that for several years

now.

Before that there were only six or seven a year.
CHAIRMAN CAREY:

Of course, the attitude of deans

and the faculties have an awful lot to do with this at the
universities.

I mean, isn’t it true that you do much better

in some colleges than you do in others?

PARTICIPANT;

Sure.

CHAIRMAN CAREY:

For example, in Michigan State, Herb

is a sort of rooter for public accounting, but at Wisconsin,
for some years, they sort of damned it, and so it goes.

students’

choices reflect this attitude.

The

I think we do need

to work very hard on the faculty and on the deans, and it seems

to me that we get the quickest results that way rather than
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trying to start at the bottom—I mean for the short run anyway.
PARTICIPANT:

I think we should concentrate heavily

on the graduate schools, not that we are not happy to get the

undergraduates.

Whether we like it or not, we are going to

be employing a much higher percentage of graduates than—of
MBAs, and that is where the biggest educational job is for us.
We have got to see that the accounting programs there meet the

state CPA requirements, see that there is enough interest in

the school to attract people in this area.
CHAIRMAN CAREY;

Well, if I might just make a factual

statement, the Common Body of Knowledge project, which will
probably be completed next fall, ought to attract favorable
attention on the college campuses.

Whether we all agree with

it or not, is another matter, but it ought to be a kind of

prestige piece.

Here the profession has done a tremendous job

of research with a Carnegie corporation grant matched by the

profession itself, high level--the dean of a school of engineer

ing is study director, tremendous thing, and he is going to
talk about what the CPA of the future needs to know.
I will be terribly disappointed if the deans don’t

read that, and the teachers, and say, these guys are really
more important than we thought.

Look at all of this.

all they have done to try to upgrade the situation.

Look at
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I am, also, pleased to announce that we have just em

ployed as a member of the Institute staff the dean of the

School of Business at Emory University, whose name is Guy
Trump, and he is a real nice guy—no pun intended, and he has

got a way with people.

He is a CPA and a member of the Insti

tute, and a PhD, besides having been a dean.

He is going to

work on this problem.
We have this new film coming out—at almost the same
time—with this pitch for the drama of business, business

management, and accounting is in there as a sort of a manage

ment function, and the CPA appears almost everywhere in the
incidental man.

We are not trying to describe this time what a

CPA does; we are trying to sort of put him in the bigger picture

which we hope will have more appeal to the youth.

So we are

hopeful we are starting.
It is 5 o’clock.

(Off the record.)
CHAIRMAN CAREY:

We will stand adjourned.

meet tomorrow at 8:45.

* * *

Let’s
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SATURDAY MORNING SESSION

May 22, 1965
The Seminar on Long-Range Planning convened at
8:50 o’clock, Mr. Jack Carey presiding.

CHAIRMAN CAREY:

We might as well start in, even

though Walter and Si haven’t shown up yet.

Last night, during the cocktail hour, a couple of
people wanted to know what was going to be done with the result
of this meeting, and, of course, I said it was going to be sent

to the Planning Committee, and the general idea seems to be that

maybe we weren’t directing ourselves quite specifically enough
toward what should be done about it all.

Maybe we engage too

much in discussing what is instead of what we would like to

happen.

I don't know whether it is possible to be very specific

about what ought to happen, but today if any of you think of
any ideas about what ought to be done or where we would like

to go or what the ideal solution should be, why, we might throw
that into the record, along with a discussion of the problems
themselves.
Are you in the mood to take over, Bert?

PARTICIPANT:

Are we through with education?

CHAIRMAN CAREY:

go back to education.

Well, I thought We would go on and
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PARTICIPANT:

It will probably get into mine anyway.

CHAIRMAN CAREY:
PARTICIPANT:

If we have any time.

Well, as we all know, all of the topics

that were discussed so far have touched on public interest and
social obligation, and the ethics and liability topics that

will follow this will get into public interest and social

obligation.
First, Jack starts this chapter off with the defini

tion of a profession,

including the provision that it has a

social obligation, and that its work is endowed with the public

interest, and then he states in the very next page that the
CPA profession has probably contributed more in the audit func

tion to economic morality in our times than any other single
group.

So we have really partially fulfilled our social obliga

tion based on that statement, which I agree with.
We should do more in the government area, but we areJohn touched on that.

However, Charlie gave us reasons why we

weren’t doing more in that area.

As far as our prestige, I think we all agree that we
don’t have the recognition that the medical and legal professions
have, and this is principally due to the lack of knowledge that
people outside of our profession have of our profession.

The

general public probably thinks of us as income tax preparers.
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That is about all they know of us.
Len mentioned that he visited a school, talked to a
Ph.D., who said that none of his boys went on into accounting--

this is high school--went on into accounting, because they
didn’t teach calculus in the place.

The next school he went

to, they offered him a bookkeeping group to talk to, talk to
about our profession.

He stopped a youngster on the street and

asked him what a CPA was and he had no idea; ask him what an

engineer is, lawyer, doctor, he will have some idea what they

are, but a CPA, no idea at all.
Therefore,

I think that we should start at the high

school level, getting into text books somewhere, somehow, some

thing about our profession.
Every high school course has a smattering of law,

medicine, through biology, chemistry, but why can’t we get
somewhere in the curriculum, whether it is in the economics

course, a course on economics, or business, something about our
profession, and at the high school level, so that that genera
tion when it grows up will know a little more about us than

the people today, even our age group, too.
Recently—we have a client that is a management con

sultant firm, and, oh, about two years ago I was talking to one
of the principals, and we got on to our profession.

I was

251

amazed at his lack of knowledge of accounting principles,

con

sistently, things we had been talking about today.

Here is a man that is reading financial reports, mak
ing recommendations to his clients as to what to buy, what to
sell in the stock market, and he couldn’t read that report at

all, and he was very thankful that I took the time—I must have

been there about an hour and a half explaining footnotes and
what the opinion means, the scope, and he was very thankful

that I went through it with him.
Now, that is the only area that we can do much on in

this public relations and public interest field, and that is
to--whenever we talk to our clients, the people we have to talk
to, whether it is on the golf course or playing bridge, or how-

ever--be proud of our profession and talk about it, and you
will find that they are very interested in it if we once give
them a chance to listen.
That is part of our problem.

the public as doctors and lawyers.

We are not as close to

They will meet people in

personal contact more than we do, except for income tax, which
is only a small part of our profession.

Recently we had a financial transaction where one of
our clients who owned all of the stock of a corporation was

selling all of the stock to another party.

Our client’s attorney
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asked the purchasing party's agent to look at our work papers,

which they did, and then our client’s attorney asked the other
accountant to write him, give him a statement that we had pre

pared it--no, that our opinion on the financial statement of
our client was prepared in accordance with generally accepted
accounting principles, which, naturally, we said in our un

qualified report.

However, here was an attorney asking another

accounting firm to pass on our statements without, of course,
making any examination and audit that we made.

This is another indication of the lack of knowledge
that even professional men like attorneys have of our profession.

I asked the attorney:

"Don’t you have any trust in

our statement?"

He said, "Of course, I do, but I want the other guys
to say they trust it, too."
Jack stated in his book that the opportunity to make

constructive social contributions depends not only on ability

but on recognition, and since recognition follows achievement,

the profession has found itself somewhat in the position of
the man whocan'tget a job without experience, and he can’t get

experience without a job.

If we through our personal contacts

and through the schools get more people to understand more about

our work and our abilities, then our opportunity to make
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constructive social contributions will follow, and that is all
I have to say.

CHAIRMAN CAREY:

That is a very good statement.

might throw in a word, if you will permit me.

I

As a field in

which John Lawler and I are peculiarly interested in, perhaps
we might say it is sort of our field, yesterday’s discussion

impressed us with the fact that almost all of the problems
mentioned lead to communications, communication with investors,
communication with bankers and credit grantors, communication

with educators, communication with high school students, com
munication with people, and I have been thinking what is it
that we communicate.
Well, when you ask almost any CPA, what is the prac

tice of accounting, he says it is auditing, taxes, and manage

ment services, and what does that mean?

To a person unfamiliar

with the field, it doesn’t seem to relate to society.

It doesn't

seem to involve the sense of a contribution to higher standards

of living or better social order.

It seems to say there are

a few techniques that are to be mastered in management services
but if you ask a lot of CPA’s, even today, what accounting is,

the field of accounting, they say it is, well, it is double

entry bookkeeping, balance sheet, financial statements, tax

returns.

They begin to specify.

So this morning I tried to
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write a definition a little more extended than the one that
Herman Bevis wrote, although it is based on his statement, and

I wondered how you would react to it.

It is kind of off the

top of the head, and I showed it to Charlie who was in here
early, and I would just like to see how you like the sound of

it or how it might be improved.

This is what we would tell

people if they asked us what your field was all about.

Accounting is the measurement and communication of
financial economics and other quantitative data involved in the

management of organization, business, government units or non
profit institutions for purposes of external reporting as to
stockholders, creditors, government, and for internal planning
control and decision-making.

PARTICIPANT:

Jack, I have always objected to the use

of the word "measurement" in a definition of accounting, because

I don’t believe that management describes what we do.

We really

evaluate other people's measurements.

PARTICIPANT:

Well, that is the older function.

PARTICIPANT:

This is a definition of accounting?

CHAIRMAN CAREY:

PARTICIPANT:

Auditing is the evaluation.

CHAIRMAN CAREY:
ing can be external.

This is a definition of accounting.

Accounting can be internal, account

This matter of a definition of the practice
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of public accounting, it is a definition of the accounting

field.
PARTICIPANT:

I see.

PARTICIPANT:

I would like to ask a question.

you define the practice of law?

How do

Should we even attempt to

define the accounting profession?

CHAIRMAN CAREY:
PARTICIPANT:

Well, let’s say, describe it.

Because I think if you met the man in

the street and you say, what is the practice of accounting, and
took out that piece of paper and I read what you just said, he

would be left far less impressed than with what we have been
trying to tell, because he probably would not understand a word

that I told him.
So I don’t know that we are accomplishing what we

are trying to by trying to define accounting as precisely as
you are, because there are many other people who do exactly

that who are not accountants, and by trying to define it, I
think we are restricting ourselves, and I question whether we

should even attempt to define it.
I think we should have some broad understanding of

what we are doing, but let’s not develop definitions.

CHAIRMAN CAREY:

Well, how would you like the word

"describe”—in other words, we cannot communicate to people
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unless we can agree among ourselves in some general terms.
PARTICIPANT:

I will buy that.

CHAIRMAN CAREY:

That is, what this field is, what

this field is, and I insist and say auditing, taxes, management
services is to undersell this field in the eyes of the observer

PARTICIPANT: I will buy that.

I don’t like the word

"definition,” because it describes some of the things that we

do.
PARTICIPANT:

Herb, do you agree with me that we have

got to get down into the high school level?

PARTICIPANT:

Yes, these people should know what our

profession is.
PARTICIPANT:

Yes.

PARTICIPANT:

As they do the others.

PARTICIPANT:

How are we going to do that?

PARTICIPANT:

I think many of us have been exposed

to a talk before a high school group on Career day.

I have.

I don’t think that any definition in itself will answer that.
I think the only thing that will answer that is how does the
young man, how does the adult regard an accountant.

He doesn’t

regard him by definition; he regards him by his accomplishments.
I think you need a description in a general broad way

of what it is for ourselves, but I hate to pass that on to the

257

lay public.

Frankly, I don’t know what a lawyer does.
Well, a lawyer deals with the rights

CHAIRMAN CAREY:

of people under statutory and judge-made law, rights, civil,

rights, criminal, rights, contractual.

PARTICIPANT:

That is what he does.

John, could I ask a question?

Why is

it seemingly so important to the profession that the average

citizen, the man in the street, the housewife, understand who
he is and what he does before we set out to do this mass of
We ought to be sure we are doing it.

educational definition.

PARTICIPANT:

Bert made the point that we cannot

reach the student in the high school.

He doesn’t know what

the accounting profession is, and, therefore, he is not in
terested in going into the accounting profession.

CHAIRMAN CAREY:
PARTICIPANT:

Si?

We reach the housewife and we reach

the kid in high school—if we do, maybe we will get more going

into the accounting profession.

PARTICIPANT:

I said that, that if more people under

stand about our work and our abilities, then the opportunity to
make constructive social contributions will follow.

In other

words, I think people have got to know what we can do before

they will ask us to do it.

CHAIRMAN CAREY:

John himself said yesterday there

______________________________________________________________________
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was a commission to study the transportation

elements of New

York City, and there wasn’t any CPA on it. Why wasn’t there any

CPA on it?

Because the ad men, the bankers, the businessmen

never thought of it.

CHAIRMAN CAREY:
PARTICIPANT:

Si?

I think, really, that is the point about

why we want to reach the public.

It is not that the public per

se are, all members of the public per se, are the purchasers of
the commodity that we have to offer, but that in the long run,
the role that a profession plays in our society, in our economy

is dependent to a great extent upon what the public thinks of

our profession, and while the immediate decision may be made
by those in business or those in politics or those in govern

ment, all of these people at one time were members of the general

public before they go into business, government and politics.
So that we cannot confine our image to a limited group, because

it seems to me to be too late once a fellow becomes a Congress 
man or a Senator to then start to sell him on what our profession

is.
He has to have known what our profession is instinc

tively from the age of six, let’s say.
point.

CHAIRMAN CAREY:

Tom?

I think that is the
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PARTICIPANT:

I think the first thing that we have

got to do is recognize social obligations of our community to
individuals.

I don’t think we can sell this to any society

through a publication, movies.

I think people have to begin

to respect us in our individual communities and then realize
that we are CPA’s, and through this, they will gain a respect

for our profession without necessarily knowing exactly what we
do.

We have seen too many instances of—I live in a small
community.

We have had several problems come up in the last

ten years.

We have had a fight on industrial zoning—you name

it, and they are up there fighting, arguing about whether

industry will reduce taxes, increase taxes, bandy things about.

These are the lawyers that do it.

There are no CPA’s on the

scene.

There must be six or seven in the community, but they
don’t want to get embroiled in conflict.

aloof and stand aside.

They want to stand

How can a community have any respect

for men they know are CPA’s who won’t come in and discuss

figures with them?

We have the same problems with school issues--argu
ments as to what the cost of the bond issue will be, what the
effect of it will be, what will it do to taxes.

You never find
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CPA’s in this.

Some ad men come in, double the costs.

I feel strongly

about this, because I was on the receiving end of it, but all

the other CPA’s sitting around town, they stand aloof from this.
They cannot take part.
Until we start doing things like that as individuals,

people are not going to respect us or recognize us, no matter

what we put out.
CHAIRMAN CAREY:
PARTICIPANT:

Dan?

Jack, I think the problem in getting

a definition can be illustrated by looking at this room.

You

have thirteen partners of CPA firms, and I venture to say that if

each of us described his daily routine, you would think you were
dealing with thirteen completely different businesses.

CHAIRMAN CAREY:

But there certainly is a common

thread that runs through it all.
PARTICIPANT:

But I think if we tried to boil it down

to the essence of the common thread, you would come up with a

very unattractive, unromantic, unglamorous kind of a common

thread.

The glamor of the profession is on the fringes, and

Charlie’s esoteric areas.

CHAIRMAN CAREY:
with me?

I don’t think so.

Does anybody agree
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PARTICIPANT:

I agree with you.

PARTICIPANT:

I agree with you.

CHAIRMAN CAREY:
heart of it.

I think that glamor is right at the

I think we are all inclined to sort of sell your

self short as a kind of inferiority reaction which is nourished
by the lack of recognition and feeds on itself, and so after

awhile the people say, oh, we are just a bunch of high grade

bookkeepers, and that kind of keeps us from selling ourselves
adequately, it seems to me.

Walter?
PARTICIPANT:

Jack, don’t we inhibit ourselves quite

a bit in gaining some public interest by our ethical require

ments?

You read in the papers every day who has done what, Joe

Blow has just become a vice president of this, that and the

other thing, but you don’t see that a CPA has been admitted as
a partner, or very rarely, or a CPA has become a partner in

charge of an office, or in charge of a tax department.
CHAIRMAN CAREY:
PARTICIPANT:

I couldn’t agree with you more.

Why can’t we do that?

Why don’t we

encourage it?

When we have a situation that might call for it, you
will find our partner saying:

I am afraid we might get into

trouble with the state society if we do that.
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PARTICIPANT:

•

The Institute really has—when a person

is appointed to an Institute committee, they have done more in
the way of publicity than we do in our own firms.

I think we

are just hurting ourselves by saying it is unethical to do it.

CHAIRMAN CAREY:

I agree.

This business of, well, I

guess it is based on jealousy, really.

The rank and file don’t

like their ’'colleagues" to get publicity that they are not get

ting, and the Ethics Committee seems to get tighter and tighter

and tighter in frowning on public exposure.

When John Keenan

was president of the Institute, we thought we were very fortunate
in getting an article into the New York Times, a biography of

him—the fact that he was President of the Institute.

He got

a half-dozen letters accusing him of violating the rules of

ethics.

His firm was mentioned.
PARTICIPANT:

We hand out pamphlets to our clients.

I think we all do.

We are not even allowed

and address on it.

In fact, we were accused—our accounting

to put our name

firm was accused by another accounting firm that went into an
office and picked up the book and saw our name and address on

it.

We were soliciting.

I don’t know where the book came from.

He picked it

off somebody else’s desk, and we got a call from the New York

State Society:

Don’t send out any more of those books with
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your name and address on it.

CHAIRMAN CAREY:

Well, as I have tentatively ventured

to suggest in the book, I think we need a whole new look at the

rules of ethics in this connection, and in other connections.
Of course, we will get to that subject shortly.

PARTICIPANT:

On that point though, I mean, we are

getting into the rules of professional ethics, but Bert spoke
of the legal profession, the medical profession, and we are not

recognized in the same way that they are, and the legal profes

sion and the medical profession have gotten away from that.

Now, do we want to go back to that?

You never see

a law firm submitting an announcement or an item in the news
papers, the law firms admitting a new partner or several partners.

The medical profession has eliminated all these signs with areas

of specialization.

You don’t see that any more.

I am a little

frightened by Walter’s observation that we should publicize our

own accomplishments within our own firms.
I accept the other proposition you make that if any

one of us accomplishes something outside of our direct interest
in our firm, then, certainly, that is an item, a newsworthy

item.

John Keenan becoming president of the American Institute

was a news item, and the fact that the man was associated with

his firm, I see nothing objectionable to that, too.

I think
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that is sound, because the public would like to know who is
John Keenan, what makes him tick, and if you refuse to mention

his firm, that is one thing.
However, I don’t subscribe to the other proposition

that Walter mentioned.

CHAIRMAN CAREY:
PARTICIPANT:

position though, Herb.

John?

I think we are in a little different
It seems there is pretty much agreement

that we need this public relations work, because for some reason
or another some of the CPA programs in the past were so conserva
tive and felt so strongly this way that they didn’t think that

we ever would need to have the public know what we do.
we are in this dilemma.

Here

If we stay within our little shell,

how are we going to solve the problem, and there is certainly

a great deal of jealousy in the letters that are written by
our fellow practitioners which must stem from the fact that

they have been bombarded with no advertising, no soliciting,
don’t talk about yourselves, don’t get into the newspapers, and
so on.

So we have to do something about this in the form of

a solution.
This last point, don’t get into the newspapers, I

don’t think there is any objection to getting into the newspaper

if you do something in your community.
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PARTICIPANT:

Oh, yes, there is.

PARTICIPANT:

Become an officer of a society; is

there anything objectionable to that?
PARTICIPANT:

It was noted that they received 10 or

11 or 12 letters.

CHAIRMAN CAREY:

The committee doesn’t do anything

about that because it is not a violation.

PARTICIPANT:

Not a violation?

CHAIRMAN CAREY:
the criticism, you see.

But Walter’s firm doesn’t even like
Even if it isn’t a violation, the

reaction of the membership bothers the partners, and so they

don’t do it.
Who else?

We don’t want to confine this debate.

Charlie?
PARTICIPANT:

I think that the same thing even follows

through on one of the CPA’s about to speak before a group. They

are sending out publicity to the members that are presumably
going to be attending.

The fact that he should be mentioned

only as being a CPA and not promoting his special attainments
in association with his firm membership makes it extremely

difficult for the organization even to have a good group

respond to their invitation to attend.
here.

So I endorse the point
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CHAIRMAN CAREY:

Walter's point?

PARTICIPANT:

Yes.

PARTICIPANT:

That is utterly ridiculous.

If you

are going to make a speech—

CHAIRMAN CAREY:
PARTICIPANT:

biography.

Len?

You are always asked to submit a little

Part of your biography is your firm’s connection.

What the other group does with it is beyond your control.

If

you are going to have to speak, you have got to let people know
what they want to.

You cannot say, I am with an unidentified

accounting firm.

PARTICIPANT: I gave a speech two weeks ago in Illinois,
and they had a real eager publicity man, and the announcement
was in every paper in the state.

CHAIRMAN CAREY:

Is that a violation of ethics?

No.

PARTICIPANT:

I cannot see how it is.

PARTICIPANT:

I am talking about the special attain

ments in putting that into your biographical sketch.
CHAIRMAN CAREY:

Mr. Crumley is a partner in charge

of management services of Arthur Young and Company which deals

in such and such and such.
PARTICIPANT:

One of the outstanding firms.

CHAIRMAN CAREY:

Right away you get a backlash.
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PARTICIPANT:

Yes, but that is part of the biograph

ical sketch.
CHAIRMAN CAREY:

PARTICIPANT:

I agree.

He gives it to them and they put it in.

CHAIRMAN CAREY:

I agree.

I don’t think it is.

PARTICIPANT:

Is that bad?

PARTICIPANT:

We have felt that it is.

CHAIRMAN CAREY:

PARTICIPANT:

It is a literal interpretation.

CHAIRMAN CAREY:
PARTICIPANT:

Si?

Si?

I think it could be bad, and it could

be bad for the very reason that the legal profession has the

same restrictions that there is no formal method of accredita

tion of men who are partners in charge of the management serv
ices department.

Therefore, any CPA if he chooses could then

have publicity go out indicating, supposedly Just describing
him, but indicating, incidentally with no qualifications what
soever, that he is the partner in charge of the operation re
search department, or he is a partner in charge of the plant

layout department, or he is a partner in charge of the tax
department.

It could be a firm with two partners.

You get into

pretty rough areas.

PARTICIPANT:

I think it might be well to let it go
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out that way. He would soon be found out.
We can go at this.

CHAIRMAN CAREY:

I think Bert’s

statement is very sound and carefully worked out.

two prongs to the problem.

There are

One is the way the CPA behaves him

self, and maybe that is the most important, but their exposure

in their community to the people whom they meet and what they

say about the profession and what they do to earn respect—the
other is communication.

I think the organized societies have

to take this job over, and I am just wondering how you feel—

I said last night to some of you that if we have, say, $2
million to spend in the Institute in one way or the other, we

are spending about 80 per cent of it on technical matters, re
search and improvement of standards, and such, and maybe 20

per cent of it on publications and public relations, and maybe
that is not the proper proportion in view of the problem this
discussion seems to envisage.

We have made a lot of progress in the technical areas,

but we are not seeming to get the credit for it.

Anyway, would

you think that we ought to think about a massive public rela

tions program aimed at high schools and people in general,
parents?

Len?

PARTICIPANT:
any particular help.

I don’t think that is going to be of
You can spend millions and millions of
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dollars, and it would still be hard to make a dent in a problem

like that.

I think that you are lumping, your lumping of the

public interest and social obligation in with this is a very

In the first place, you have to per

significant thing to do.

form a useful social service.

We are doing that.

Second, you get compensated for it, and public account


ants can make a lot of money.
I think these things get to be known, and they just

each build on the other, and I think that is the way the profes
sion is going to be better known, get a better image.

CHAIRMAN CAREY:
PARTICIPANT:

It is just going to take more time.

I think it is going to take more time.

We have come a long ways in a short time, and whether we spend

a million dollars or five million dollars, I don’t think the
difference will be as significant as that which comes through

the regular evolution.
CHAIRMAN CAREY:

PARTICIPANT:
is well taken.

Jerry?

I go along with Len.

I think his point

I, frankly, find no fault with the image that

we have in our community today.

The only thing I think is that

it is lagging about ten years what the profession is actually
doing.

I don’t know if that gap can be closed.

CHAIRMAN CAREY:

That is natural, I think.
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PARTICIPANT:

I think more importantly insofar as

the public image is concerned, if more CPA’s could find a place

in government at the policy level, as the legal profession has
managed to work its way into the policy level, then perhaps
there will be more glamor attributed to the profession itself,
and we will get away from the green-eyed concept that most

people seem to have about what this profession is.

However, where can a CPA work his way into—I am
speaking of CPA’s now—into the policy level of government?

It seems to me that they are merely taking the CPA and putting
him in a job to be done by a CPA, taking the controller out and

putting him in the controller’s office, or in the treasurer’s

office.

This isn’t where a CPA should find himself, I don’t

think, in government work.

I think he should find himself in

the same policy and judgment-making levels that the lawyer

finds himself in when he gets to the government work.

I think

that is what we need.
CHAIRMAN CAREY:

Well, CPA’s have been working awfully

hard, and, as Len said, making quite a lot of money, and it is

pretty hard to get one to run for Congress from his district.
We have one CPA in the National Congress, I think, and 400 of

lawyers.

We just cannot shake people loose.

We have had

chances to get men into the administrative side of the government.
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We cannot get anybody to give us his—well, once in awhile,

but I mean very rarely can we get anybody to give up his prac

tice to go there.
PARTICIPANT:

Is this the type of administrative

opening that would afford a man an opportunity to broaden him
self, or is this merely within the same narrow confines of what
he is doing today?

CHAIRMAN CAREY:

Well, they move up.

Wasn't it one

of your members who was Assistant Secretary of the Air Force?

We have got a member of the Interstate Commerce Commission who
is a member of the Institute.

an accounting job.

That is a policy-making job, not

We have a couple on the SEC.

PARTICIPANT:

Isn't somebody in the Post Office?

PARTICIPANT:

Director of the Budget.

CHAIRMAN CAREY:

Well, you might say that is an

accounting job, but it really isn't.
PARTICIPANT:

It is an economics job.

CHAIRMAN CAREY:

But they are very few and far between

and one reason is--we said it yesterday—CPA's don't like

politics.

Government and politics are inseparable.

conflict.

There is general disturbance.

Not many of them go

into that.

PARTICIPANT:

There is

We shy away from conflict.
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CHAIRMAN CAREY:
spoken?

Was there somebody else who hadn’t

Go ahead. Herb.
I wanted to address myself to your

PARTICIPANT:

suggestion, and I am in favor of it.

I think that everything

that we do needs direction, and I am not for the suggestion
that we should let nature take its course.

I think nature

doesn’t take its course. I think things are directed in a

direction to final conclusions, but we don’t expect conclusions

from this discussion today.

However, I certainly think if more money were spent
for full time paid employees of the American Institute, giving

this direction, meeting with the various schools, the high

schools and the universities, meeting with people in business,
telling them what the American Institute does—if somebody is
there to mold it and meet with members of the profession as

to the direction in which we were to move, that is a full-time
job.

Big firms have public relations people.

PARTICIPANT:

Work like the newspapers.

PARTICIPANT:

Work with newspapers, not on newspapers

PARTICIPANT:

I am fully in favor of spending more

money in that direction.
CHAIRMAN CAREY:

PARTICIPANT:

Leonard?

I agree with Herb.

I couldn’t agree
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more.

I think the job is really the State Society’s job, but

I think it is the direction and help from the Institute, similar

to the professional development program—the help that we get.

We run courses, and we get into the areas of our state where
we know they are needed, but we get material from the Institute

We need help from the Institute.

We have been using the In

stitute’s literature and film, et cetera, in our program of
trying to train—not train, but trying to publicize ourselves

more.
I would like to see more help in this direction from

the Institute, and I think the State Society and the membership
is going to be the fellows to get the job done.

I would like

to see more emphasis and more help from the Institute.
CHAIRMAN CAREY:

PARTICIPANT:

Len?

Well, I don’t think we should change

the balance in what we are spending on technical as against

public relations, because one is very closely related to the other.
We have been getting a lot of publicity lately, mostly all bad,

because of technical problems. I don’t say we should discontinue
public relations programs.

We should continue the programs,

beef it up, but we should not take anything away from our tech

nical efforts, and we ought to pay first attention to that.
CHAIRMAN CAREY:

John?
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PARTICIPANT:

There is one area we talked about many

times, and it is repetitious to repeat it perhaps, but I think
the public relations job that we have to do is within our own

profession, too.
It amazes me to realize in talking to chapters and

other various state societies how little we know as a group,

not this group here, but as a profession, how little we know
about what really is going on in this day and age, but I wanted
to make one other comment that when the American Institute

decided to drop the public relations counsel, for example, it
had a devastatingly bad effect on the New York State Society

who decided, well, if the Institute is going to do this, we
are going to do it.
I think that kind of leadership has to come from a

national group.

PARTICIPANT:

The New York State felt that way.

I

couldn’t see the rationalization of it, but since you are not
going to do it, you thought it was a bad idea—not you personally—

why should New York State have public relations, outside public
relations?

PARTICIPANT:

I think because we had bad results.

CHAIRMAN CAREY:
communication.

I think it was an awful failure of
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PARTICIPANT:

I think so.

CHAIRMAN CAREY:
tions work.

We never stopped doing public rela

We only reorganized our staff.

PARTICIPANT:

But it filters down.

CHAIRMAN CAREY:

It got misunderstood.

We have

public relations counsel now at $25,000 a year, outside, and
we have a staff of four people, three people inside, and the

reason it isn’t eleven or twelve is budgetary limitation.

As

I said, most of our money is soaked up in the technical stand

ards, taxes, management services, auditing, as well as the
APB.

I forget the figure, but you put all this together,
and I guess it is nearly a million dollars in the technical
standards area, accounting, ethics.

PARTICIPANT:

Would you say so, John?

Yes, I would.

CHAIRMAN CAREY:

That leaves us, maybe, $100,000 for

public relations work.

PARTICIPANT:

I agree with Len.

We should not take

any of that money and use it for public relations.
CHAIRMAN CAREY:

PARTICIPANT:

We should get more money.

You should get more money.

CHAIRMAN CAREY:

I am in favor of that. Who else

wants to comment before we close this subject?

Charlize?
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PARTICIPANT:

Two points.

hit me here as we were talking.

be effective or not.

First, just an idea that

I don't know whether it would

We have to think about it some more.

However, as a general public relations activity which could be
done, it would be to take advantage of the media that we already

have, which is the reports that go to stockholders.

I am not

exactly sure how this could be utilized.

One which was mentioned yesterday, the arrangements
with banks, getting the client and the bank together to review

what the audit has involved, clearly that wouldn't be workable

to stockholders, but, possibly, some type of an additional

pamphlet that could be developed specifically for each client,
but taking from a format to the plan that the Institute might
develop would be appropriate to have, or the client sent along

with the annual report, or select something explaining what
the audit means.

CHAIRMAN CAREY:

I said yesterday that I think the

product ought to explain itself as far as possible, and this

is along that line.

When you read the report, here is some

thing that helps you understand it.

PARTICIPANT:

The other point was getting back to

definition, I agree completely that we should not call it a

definition, because that gets right back into a problem like—
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CHAIRMAN CAREY:

Limitation.

Scope.

PARTICIPANT:

I think that as we have done,

tried to do in our bulletin, where we have said that this is
a description of the nature, that keeps it open for evolution
We are just trying to describe the

or whatever takes place.

major body of what is involved.
I think that your description is very good.

I would

not want to see in the description itself the word "evaluation,"
because that has many more connotations, primarily to me at

least of management.

Maybe if we worked in for external, evalua

tion for external purposes, not for internal purposes—the only
other word in there that gives me concern is the word ’’quantita

tive,” which may be something that would need some broadening.

Other than that, the concept of it is very, very good.
CHAIRMAN CAREY:

PARTICIPANT:

Len?

I just want to bring out one point that

I think we have not discussed at all in this area, and I cer

tainly think it should be in our long-range objectives, and

that is some kind of legislation, some kind of influence or
legislation that would enable all the firms to use the name,

Certified Public Accountant, on their reports.

I think Jack brings it out clearly in the book.

When

your biggest firms, supposedly your leaders in the field, cannot
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issue reports as Certified Public Accountants because of state
laws, and this, that and the other thing, then this is a terrible

detriment to public relations and to our image and to every

thing else, and I think we should be moving ahead of whatever
direction we can toward that end of, perhaps, call it a national
CPA certificate, or something of that nature that would enable

us to use the name and the letters and the initials more freely.
I think that would help our image and our public

relations.

PARTICIPANT:

I agree.

CHAIRMAN CAREY:

Can we move ahead to the next subject,

or does someone want to add a thought to this one?
The next subject, I believe, is liability, and Walter

undertook to kick that off.
PARTICIPANT:

Jack, I think you gave me this subject

because you thought it was close to my pocketbook.

CHAIRMAN CAREY:
PARTICIPANT:

We had that before publicity.

This is a very important area, I think,

for the profession as a whole, and I will try and limit my

comments because I am particularly interested in getting your
views, and I don’t want to take the time allotted in giving
what I already thought about.

This has been of particular interest, of course, to
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our firm because we have gotten adverse publicity, and just to

tie this in with what Len has said, I think the CPA profession
as a whole has substantially good publicity.

The few instances

of bad publicity had not had an over-all adverse impact upon

the profession.

It certainly is a complete lack of knowledge

of what the profession does and what its responsibilities are,

in my opinion, that gives rise to many of the law suits that

do come to light, and I might say that there are substantial
numbers of law suits against many, many CPA’s that never do

come to light, because the CPA in fact is paying off to keep
away from the adverse publicity.

I think the statement that Jack makes in his book,
at the end, is that there are too many settlements merely to
avoid litigation, and that point is a very, very good one.
Unless we as a profession stand up and fight some
of the litigation where we know we are right, we are just going

to, over the long pull, encourage additional litigation.
Now, I had, fortunately, or unfortunately, a lot of

first-hand knowledge in one of our situations, as was pointed
up.

At the time we realized the problems, I was given the

responsibility to work with one that involved a company, a
lawyer—almost in a public relations function—I worked to try

to get at the root of the problem and see if we could give an
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explanation for what actually had happened there.

In the many

meetings that we had with bankers and lawyers, I was completely
appalled at that time at the lack of knowledge that they had

as to what our responsibilities as public accountants are.
I will give you a few illustrations to show how

ridiculous this situation is.

One of the bankers involved hauled out a quarterly

financial statement, and said, here, you certified the first
quarter of 1964.

I took a look at it, where did we certify

to the first quarter of 1964.
He shuffled through and he said, here, looks just

the same as you put out at December 31st.

The only reason it

looked alike was because the typewriters happened to be the
same.

There was not a damn thing on it that said Peat, Marwick,

Mitchell, Certified Public Accountants, or anything, and this

individual is fully convinced this was a certified because it
looked the same as the December statement.

His comment about the data processing system at the
company, of course, going to hell, and remarked along the line,
well, why didn’t you fellows fix it up, you have a management

systems group, don’t you, and you have to explain, well, of

course, it is nice if someone retains us to do this type of
work, but it is nothing but a series of thoughts and points
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and allegations that we as CPA’s should be doing everything to
hold this company that operationally was going to hell together,

and, obviously, we don’t have that responsibility.
Then we got to the point where everything was account
ing, accounting.

Accounting is bad, this, that, and the other

thing, and you had to say, well, fellows, it is the operations
that are bad, the accounting figures are merely reflecting the

operations of the company. Again, they just don’t understand

it.

So this to me was probably the biggest eye opener.

Unless you get involved in one of these things and see what
third parties think your obligations are, you don’t understand
the problem.

One of the key vehicles, I think, in my own public
relations campaign in this situation was when I got the bright

idea of reading our firm’s representation letter to the
assembled throng, and that was a real eye opener.

that around.

We passed

They just didn’t realize that management had some

responsibility for the financial figures, the concept that these

are the financial statements of the companies and not the CPA
had not sunk into any of these people.

Also, our proposal letters, of course, we make it

very clear in each of the proposal letters we send out that the
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CPA does a test examination, that he relies heavily on the

controls of the corporation for his client, and that based on
the work that we do in evaluating the internal nature of con
trols, and the attest part of our examination, it is impossible

where there is collusion on the part of management to hide,

deceive to do it, and that is why we ask for representation
leaders so that management is on the line with respect to finan
cial statements that are being presented.

I think were it not

for the Securities Act of 1933, perhaps the over-all problem of

liability for the CPA would not be too bad.

It was not until

this time that the burden of proof shifted from the third party
to the CPA himself.
Again, I think you point this out very well in your
book, and I will read this one section.

His claim may be based

upon an alleged false statement or misleading omission in the

financial statements which constitute a prima facie case.

The

plaintiff does not have the further burden of proving that the
accountants were negligent or fraudulent in certifying to the

financial statement.

Really, under the Securities Act, as I understand it,
it is the CPA that has the burden of proving that he did every
thing he was supposed to do, rather than the other way around,

other people proving that he was negligent in some manner.
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Now, I understand there has been a committee appointed

by the Institute to look into this matter very thoroughly, and

I understand that they have been

talking,with the legal pro

fession to see what could be done to amend the Securities Act
regulation as it applies to public accounting.

Really, all I think we are asking for there is that
public accountants be put on the same basis as the lawyer, be

cause it is completely different, and our senior partner happened
to be talking to one of the lawyers that had a hand in drafting

the original Securities Act legislation, and he said:

Why

can’t we be like the lawyers and have our liability limited in
that way, and the lawyers came back and said:

Oh, well, Bill,

you know the first part of the prospectus doesn’t mean anything.

It is the financial statement that everybody reads, and, there
fore, you should have more liability.

That is a major problem.

I think with this increase in the number of law suits

that is being pressed or being paid off that the accountant,

one, wants protection that the liability insurance may offer
over the long pull because of this matter of jeopardy.

I think

Lloyd’s is very disturbed about the number of claims that are

presented by accountants, and I think it, also, has the reaction

of making the accountant much more conservative, and in making

the accountant more conservative, he is going to inhibit his
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full discharge of his social obligations that we have been talk
ing about.

So it has many, many ramifications.

I would be in

terested in hearing some of the reactions around the table to
this very important problem.

CHAIRMAN CAREY:

The rumor factory tells me that there

are now about 40 claims pending against larger accounting firms.
I suppose most of them will be settled.

I personally know of

some cases where claims have been settled even by smaller account

ing firms, where the firm was completely convinced it was in
the right and it hadn’t been negligent, but it is so afraid

of the publicity and it is so afraid of the adverse reaction
of clients and others that it pays, or let’s the insurance com
pany pay, which is easy at the moment, but which just encourages

more of it.
PARTICIPANT:

Should the society take on this battle

rather than each individual accounting firm?
CHAIRMAN CAREY:

We would be happy to, if we could

find a way, but you cannot go into court unless you are a party

at interest.

legal advice.

We can pay.

We can raise money.

We can give expert testimony.

We can give
We can intervene

as friends of the court, if there is an issue of broad social
interest, if the court will let us intervene.
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PARTICIPANT:

We are all in this, not Just Peat,

Marwick and Mitchell.

CHAIRMAN CAREY:

Oh, yes.

I have got a list of cases

that we got from the Springfield Insurance Company which covers
most of the New York State Society people, I think—isn’t that

right, Springfield?
PARTICIPANT:

Yes.

CHAIRMAN CAREY:

And page and page, page and page of

money they have paid out on claims ranging from four or five

hundred dollars on an untimely filing of a tax return to
$80,000 on an embezzlement, that kind of thing.

It really is

pyramiding, and the more some members of the legal fraternity

find out about it, the more juicy the prospect will become.
PARTICIPANT:

sued.

It is really frightening.

We are being

We are among those on the list—$100,000 for an estate

tax return that the lawyers filed and picked the wrong date

with the valuation of securities, and the difference in income
tax amounted to--we didn’t even prepare the return. It is a

frightening thing.

We are not going to give in either.

Yet

it is the pressure of our own insurance company which indicates

they would be happy to settle.

The lawyers’ coverage is $50,000

It is not enough to meet this deficiency in tax.

So we are

brought into the picture in the hope that our insurance company

286

will cough up the difference.

Imagine what this would do individually in a small
community.
that out.

I would like Bert’s idea very much if we can work

I would be very happy with it.
PARTICIPANT:

You would contribute to the fund, would

PARTICIPANT:

I would be a little more secure.

PARTICIPANT:

If we had the backing of the society,

you?

of the Institute.

CHAIRMAN CAREY:

This Committee that Walter mentioned

is developing a plan roughly along these lines, that we create
a panel of, say, 50 leading, well established, recognized
members of the profession all over the country who would do two

things; one, they would cover and consult with any member who
had a claim against him.

They would then, maybe, go to the

committee and get advice as to whether we thought it was a good
case, a good one to defend.

We would then undertake to provide certain testimony
in defense of this man, and in cases of need, we would give him

legal counsel, if he couldn’t afford it, if he was in too much

of a financial box.

PARTICIPANT:

But today the same top people are

engaged by the opposition to testify against him.

You know,
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this happens all the time.
CHAIRMAN CAREY:

Well, there was a suggestion in the

book that we might take some steps to discourage that.

I don’t

know whether we really could or not.
PARTICIPANT:

In fact, it is my impression that some

even encourage it—an acquisition, for example.

They buy a

company, it doesn’t make a lot of money, and then they look for
reasons why the accountant among others were at fault because

they have still got money.

This happens very often.

This is

after they become disenchanted.
CHAIRMAN CAREY:

Well, in the last analysis, Walter,

isn’t the best answer to win a few cases?
PARTICIPANT:

Well, we feel that way very definitely,

because, in the second case, really, it has not been a monu
mental thing considering the railroads, public utilities.

We

just couldn’t pay off.
CHAIRMAN CAREY:

However, in the legal fraternity,

the fact that a favorable decision has been rendered is a
discouraging thing.
PARTICIPANT:

you know.

Yes, as long as people just settle,

The sky is the limit.

There is one thing I would

like to say, and that is there is a tendency on the part of
all people, not only CPA’s, but human beings, of which I guess
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I can classify myself as one, to take some pleasure in the
misfortunes of one’s friends, and I sense just a little gratifi

cation when a big firm gets publicity as yours has.

We don’t

get into that kind of trouble, and there must be something

wrong, when, as a matter of fact, this is a situation where in

self interest they ought to rally around and tell their friends
and business friends that the fact that there is publicity is
evidence that the firm has guts enough to fight the case, be

cause most of them are settled to avoid publicity.

Therefore,

they must believe they are right.
PARTICIPANT:

I was at an auditors and controllers

forum in the savings bank recently.

Frank Jasper was in the

audience, and the speaker happened to make a comment about this

your problems, in front of this whole group and pointed out
that we had Frank Jasper here with us.

It is uncalled for to

do a thing like that.
CHAIRMAN CAREY:

PARTICIPANT:
breaks

Si?

I think the problem belongs down or

down into two parts.

The first part is where you have

law suits coming from clients, and the second part is where you
have law suits coming from third parties.

The theory of the

law suit from clients is that there is some direct—a contractual

relationship, and the theory of the third party is that the
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third party relied upon what you did, and he had reason to

believe in it.

So law suits from clients would seem to me to

ultimately be a matter of a contractual arrangement, and this
is something that we control.

In other words, we can—perhaps the Institute should
have some standard form of contract of some kind wherein the
client would acknowledge that he knows it is not the purpose

of your examination to uncover defalcations, et cetera, et

cetera.
The second part is a much more difficult one, and I
think, finally, will rest upon, as Jack says, favorable judicial

precedents.
I do not think we can rely on statutory enactments or

hope that we will get them. We will rely on favorable judicial
precedents, and the favorable judicial precedents, it seems to

me will have to rest upon the theory that the CPA was not

negligent because he did follow accepted auditing standards

and applied accepted accounting principles, and this seems to
me to be the role that the Institute can play, namely, no

further refining and defining what these accepted standards
are, so that an attorney representing an accounting firm can
go into court and say to the judge, Judge, this is the national

society, the national professional organization consisting of
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70,000 members.
the rules.

These are the rules.

The defendant followed

How in the world can he be held to be negligent?

PARTICIPANT:

And the judge can rely on that.

It

gives him some authority.
PARTICIPANT:

Now, I am talking, I realize, about

what might be an impossible job.

I am not sure it is, and I

am not sure it isn’t.
CHAIRMAN CAREY:

Well, Saul Levy devoted a large part

of his life to this subject, and he felt strictly that the
pronouncements on auditing, particularly had saved the profes

sion's life in this area.

Isn't it true, Si, that in the third

party type of litigation, you have to prove fraud?

The basic

law says you are not liable to third party for mere negligence,

if I understand it correctly.
PARTICIPANT:

Not completely correct, because the

famous case—
CHAIRMAN CAREY:

It is a question of the definition

which was extended?
PARTICIPANT:

Yes.

CHAIRMAN CAREY:
PARTICIPANT:

Jule?

I would like to underscore what Si was

saying, and you, too, Jack, about developing these standards.
This is the one way I think that we can establish some protection
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for the CPA.

What are the standards on the point of negligence

though?

I understand that Saul Levy said to forget about the

difference between negligence,

simple negligence and gross

negligence as a practical matter.
ends and the other begins.

You cannot say where one

If you are proved to be negligent

by failing to meet some standards, don’t rely on the fact that
this may be gross or mere negligence.

CHAIRMAN CAREY:

It is a cloudy area.

PARTICIPANT:

That is right.

PARTICIPANT:

It is a fiction really.

CHAIRMAN CAREY:

Who knows anything about the English

Canadian law on this subject?

I have a general impression that

they are in a much better shape than we are.

PARTICIPANT:

I have the impression that they have

no liability, third parties.

It all goes through the liability

to the company itself.

CHAIRMAN CAREY:
PARTICIPANT:

Wouldn’t that be nice?

Why is it essential that there be third

party liability?

CHAIRMAN CAREY:
PARTICIPANT:

We don’t need it, I am sure.

I am thinking of the Society.

CHAIRMAN CAREY:

It is just the way our law has
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developed over the years.

PARTICIPANT:

Since we are here to discuss long-range

planning, shouldn’t this be an objective of the accounting

profession, to eliminate third party liability?

I don’t say

that you will accomplish it in the next five years or ten years,

but if there is an objective program in the next twenty-five

years, we might achieve it, and let’s start somewhere.

I think

this is the place to start.

CHAIRMAN CAREY:
PARTICIPANT:

Charlie?

The point I think in this English

matter is that if somebody has been sued, generally the state

ment being their representation, they are subject to suit, also
Then if they want to re-sue, the suit is from the company against

it, not between third parties.

CHAIRMAN CAREY:
PARTICIPANT:

Si?

I think the theory of third party liabil

ity is probably a good one, because you cannot very well in our

society say that we are going to assume a responsibility, namely,

the attest function, and the responsibility is directed toward

third party, not toward the company—we are going to assume this
responsibility, but we are not going to assume any legal liabil

ity for what we are doing.
I think if you take this position, you begin to tear
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down the very essence of the relationship.

PARTICIPANT:

But it is a learning situation.

What

is the risk that is involved for one dollar's worth of fee,
which is still fantastic?
PARTICIPANT:

What you are suggesting is that maybe

they ought to have something like the Warsaw Convention with
international airplanes where you cannot sue for more than
$10,000, or something of that sort.
CHAIRMAN CAREY:

PARTICIPANT:

Yes.

So they come in and take your television

set and break it, or the insurance rates for all of us go up.
What real protection does this third party have under

this philosophy, a nuisance situation, I suppose, probably more

so than the actual.
PARTICIPANT:

I think we will agree that if, A, there

were well defined standards, and if, B, a CPA would or did know

ingly and with full knowledge of what he was doing disregard

these standards that he should have some legal liability.

I

don't think any of us are disputing that.

PARTICIPANT:

No.

PARTICIPANT:

If those two factors are present.

PARTICIPANT:

But to the individual with whom he had

the contract.
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PARTICIPANT:

No.

I think two people whom he knew

were relying on what he was doing.

PARTICIPANT:

Well, that is the leverage problem.

CHAIRMAN CAREY:

Well, a credit grantor, for example,

is not a stockholder of the company, and somehow would he tie

into the contractual relationship?
PARTICIPANT:
I suppose.

It would have to be through the company,

If the company has misled him with financial data,

supplying it, attested to by a public accountant, your suit

would have to be against the company.

Of course, if the company

is already defunct—

CHAIRMAN CAREY:
PARTICIPANT:

of mechanics.
party.

It ain’t so good.

I think that is really just a question

It just means that the plaintiff is the third

The first party defendant is the company, and the second

party defendant is the accountant.

PARTICIPANT:

Somehow or other, the English system

seems to work, and the representation of the CA in England has
died in their market place.
PARTICIPANT:

I would think that we might take a

further look at how their system works and possibly borrow a
page.
PARTICIPANT:

I agree with that.
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CHAIRMAN CAREY:

Any further comment on liability?

Bob?
PARTICIPANT:

There are a lot of problems that seem

to interlock with education, legal liability, as Walter pointed

out, even some of the bankers don’t understand what we are

doing, and a great deal more reliance is placed upon what we
People seem to think that once we

do than actually should be.

sign something or say something that that is gospel, and it
cannot be one iota otherwise.

CHAIRMAN CAREY:
PARTICIPANT:

Why do they think that?

We are talking about educating people

in the high school level.

Thereare lawyers, judges, businessmen

that don’t understand what we do.
I understand the layman’s point of

CHAIRMAN CAREY:

view, and I have said that several times, but what you say and

what you present encourages the feeling that you are taking more
responsibility than you are.

PARTICIPANT:

Well, I think while things are going

good, we try this, we like this pat on the back that what we

sign is gospel, but when something goes wrong, then we go into

our shell and say, well, this is all we do and this is all we

are responsible for.
CHAIRMAN CAREY:

Then you try to educate the public
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by other channels to get out of their minds an impression that

they have gotten by the product itself.
PARTICIPANT:

It encourages suits.

Once a suit is

made, as Walter points out, it is on the front page, but when

it gets settled three years from now, they conveniently put it

on the back page, and the only ones who will know about it will

be us.
CHAIRMAN CAREY:

I think you have all seen the Leslie

Gould article in the Journal American.

It struck me as very

significant, peculiar, that he tied it in with generally accepted
accounting principles.
PARTICIPANT:

Yes.

CHAIRMAN CAREY:

Which has nothing whatever to do

with the matter at all.
PARTICIPANT:

Entirely different form.

There is a

financial writer however who you would think knows something
about it.

CHAIRMAN CAREY:

Well, I think it might be worth

while to take another look at the opinion, the form, the short
form or the opinion, because I think to the average person it

is meaningless, and it seems to convey a great deal more

assurance than is intended.
Charlie?
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PARTICIPANT:

Jack, there is one more item.

In

police work one of the great deterrents to crime is just plain
visibility, and to a certain extent the visibility of a CPA

has a certain amount of value.

There is a danger to over

educating people as to the policeman’s capability or the CPA’s

capability.
Our economic value in society is based upon certain

beliefs and relationships, and if you over-educate them, they

are liable, likely to feel that our contribution is much less
than they think it is today.

CHAIRMAN CAREY:

PARTICIPANT:

That is a very interesting point.

Visibility is very important.

CHAIRMAN CAREY:

We had a meeting with our public

relations people right after the Leslie Gould article came up.
I was burning about it.

My boys were being abused.

My God,

we were going to tell Mr. Gould what the facts were, and I

wrote on the airplane coming back from Colorado, I wrote a state

ment to the press that I thought Tom Flynn might issue so that

the public relations people would look at it and say:

What

good is an auditor.
I was telling everybody what accountants didn’t do

and why they shouldn’t be held responsible for anything.
didn’t publish it, of course.

We
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PARTICIPANT:

Jack, one other point.

On third party

liability, third party has got to show their financial state
ments.

It seems to me that in these cases where many times at

least when they jump on the CPA, there hasn’t been any real

reliance on that.

The people have reason to know what the

situation is, and they are just looking for somebody to hang.
That is all.

CHAIRMAN CAREY:

You are right.

Friends of mine in

banks, responsible officers, would say privately that they are

scared to get at the basis of some of the loans their banks are
making, and isn’t that a dangerous situation?

The competition

among the banks, the extension of credit—they are on pretty
thin ice, and if something goes wrong, every accounting firm
in New York is going to be sued.

PARTICIPANT:

They have to look for a fall guy.

CHAIRMAN CAREY:

They have to look for a fall guy,

yes.

PARTICIPANT:

That is right.

CHAIRMAN CAREY:

ing it.

Well, it is a problem.

It has been a problem for 40 years.

studying it.

We are study

We have been

It is very difficult to know what to do, except

to get a united front, and within a few cases, in the last
analysis—

299

PARTICIPANT:

You are right.

CHAIRMAN CAREY:
PARTICIPANT:

Can we move on to Ethics.

Si?

I suppose we have really been talking

about ethics and covered much of the material yesterday and

this morning.

I will just review rather briefly the situation as
I see it.

Some rules of ethics and some disciplinary procedures
for enforcing these rules are essentially the very nature of

a profession, almost by definition, because as Jack points out
in his book, the word "profession” implies that the members of
the group have a commitment to the public good, and that they

are engaged in the performance of a socially desirable and
useful function.

All of this, in addition to the fact that

they possess certain technical skills, and I think it is also

axiomatic in our society, as Jack pointed out, that if the

profession itself does not make the rules and enforce them that
someone else, inevitably government will.

A code of ethics generally deals with two areas, and
I think the two areas have to be separated, because they apply

to different situations.

The first area has to do with one, this is the more

important area, has to do with whether or not the profession
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will do a good job, again in the public interest, and we are
referring there to the level of competence as related to their

compliance with certain technical standards.

The second area of any code of ethics, I think Jack

refers to as the professional etiquette area, which more properly
relates to the fact that it is better for members of a profes

sion to have a public image which is one of dignity rather than

a public image which relates to the market place.
The problem, as I see it, is the one we discussed in
connection with the legal liability section, namely, that the

most important area—the first area—seems to assume that if

you are going to hold people responsible for certain technical
standards, that this will exist as to reasonably objectively

determinable criteria as to what the standards are.
Now, I will just briefly say that I think that we
all agree that the profession has made a good deal of progress
in defining generally accepted auditing standards and generally

accepted accounting principles.

I think we have got a way to

go, and I think this is one of the problems that we have in the

legal liability area, that we just haven’t gone the rest of the

way, and I think it might be better to go the rest of the way,
even if we thereby limit this so-called area of professional

judgment, because I think what we would be giving up will be
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more than compensated by the certainty that CPA’s will feel

in terms of the legal liability problem.

There is also existent here the general problem of
independence, and as I see the independence question in terms

of a profession generally, what we are really saying or what
the public is saying is that if you are going to call yourself
a profession that you have to be men of honesty, integrity,

et cetera, that you should not be subject to direction or your

judgment should not be subject to direction by those who are
paying you a fee, because we recognize that you have to, in our

economy, have to receive a fee, and that you should be apply

ing that against some objectively determinable standard, because
otherwise we have no way of measuring what you are doing.
I don’t think that the term independence relates

solely to the attest function.

I think there is a peculiar

meaning in the accounting profession, because the attest function

means that we are saying to a third party, that we are saying
to B, that what A did is correct.

I am just using broad terms.

We are not saying it is correct, we are saying it fairly pre

sents .
So, obviously, there is a higher measure of inde

pendence necessary there, but it seems to me that the concept
of independence would probably apply in all areas of accounting,
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including management services, including tax work.

Independence

does not mean that you don’t have the best interests of the

client at heart, and you are not trying to do a good job for

him, and you might even be an advocate; it simply means that
you are exercising your professional judgment in an independent

way in what you think is in the best interests of your client,

and yet, at the same time, conforming to objective standards.
I agree that this is a very controversial area, and
I throw it out to you, and I will probably get clobbered on

this a little later.
I will briefly mention the point that Jack raised
in the book about compliance and enforcement.

I recognize the

problem that the Institute is faced with in the enforcement

area.

I do not find myself in great sympathy with its aims.

I for one voted against the proposed amendment providing that
if a man, I think it was, were indicted that he could be

temporarily suspended, and I voted against it on the theory
that Jack outlined, namely, that it affects the innocent and

the guilty.

I don’t think that you can say that, after all,

all we are really doing is temporarily suspending him and we

are not putting him in jail, because to a professional man who
has devoted his life to his profession, being suspended from

a professional society is tantamount to being put in jail, or
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possibly worse, and we have to further assume that suspension
from a professional society has great meaning to the profes

sional man, because if it didn’t, then almost by definition,
why do we have this type of enforcement anyway.
So, really, what I am saying is, I don’t think that

enforcement is really the underlying motivation for people
following the rules.

People follow the rules for two reasons:

number one is that they are predisposed to follow the rules,
and, number two, the mere existence of the rules causes him

to follow them, and I think this applies even if it takes the

Institute ten years to suspend or terminate the membership of
a member who has been guilty of a grievous felony.

So that is as I see the situation at present.

I am

more concerned about the situation in the future, and I say

that having in mind the direction that the profession is going,

I think it is completely useless to even discuss whether or
not the profession should be permitted to engage in areas of
business practice which involve the employment of people in

disciplines other than those we have been accustomed to in the
past.
a fact.

I think it is useless to discuss this, because this is
It is a fair accompli that has happened already.

Obviously, we are going in that direction.

I am not

sure that we should not go in that direction, because, after
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all, people move in our economy in the direction—they fill a

void, they fill a vacuum and move in a direction which is going
to cause them to increase their income.

So let’s accept that.

Now, what problems does this create?

Well, it seems

to me it is creating the following problems, that we are going

to more and more be engaged in areas of practice where there

are no generally accepted or even remotely accepted standards
of evaluating the technical competence of what was done.

I am

referring to things like systems work, plant layout, actuarial
work, industrial management, et cetera.

Now, it seems to me, therefore, that we are going to
have a great deal of difficulty in codifying any set of stand
ards as to procedure, namely, the auditing procedure, or as to
content, namely, accounting principles.

I am relating auditing

standards on accounting principles to the whole area of manage

ment services, and that the danger of that is that we will then
automatically,

I think, turn 70,000 CPA’s, or possibly 20 years

from now, 120,000 CPA’s loose on an unsuspecting business

public.
They will all by definition be qualified to render

services in innumerable areas, none of which they possess even
any remote technical competence on, and that all of this could

ultimately, number one, turn the profession into a business,
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and, number two, render enforcement of ethical provisions almost

impossible, and, number three, work ultimately unless there are
some solutions here which I don’t at the minute see, ultimately

work to the detriment of the members of the profession, and even
the members of the profession who are "properly" practicing in

this entire area of management services, not directly related
to accounting as we now know it.

So I think this is really the problem that we should
be thinking about.

There are related problems, such as if I

as a CPA can hire an engineer and have him in my employ and
charge him for his services, why then can he not make an arrange
ment with an engineering firm whereby I work with them, parti

cipate in fees with them with respect to my client, assuming,
of course, that I am rendering a service?
What is really the difference?

The difference is

that in one case I am hiring him, in the other case I am hiring
him on a permanent basis—I am hiring him on a temporary basis
in the first, and I see all of these problem areas.
them out.

I throw

I am not being brilliant about them, simply because

I feel very stupid about them.
I don’t know what the answers are, and I think maybe
some of you here will have better thoughts about them than I

do.
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CHAIRMAN CAREY:

Very well stated.

Thank you. Si.

Len?
PARTICIPANT:
another problem.

I don't have a solution, I just have

One of the problems that I find an extreme

problem is that we seem to be operating, we are playing a game

under many sets of rules.

For instance, I personally subscribe

to the rules of the American Institute, the rules of the New
York Society, and the rules of the New Jersey State Board and

the rules of the New York State Board.

different rules of ethics.

Every one of these have

Now, on the ethics committee of the

State Society, I sit on that committee.

We get many complaints

about so and so CPA is violating this rule.

Well, when you go

to look at it, he is violating this rule, but he is not a

member of the Society, and this is not a rule of the State
Board.

So he is not violating any of the State Board rules,

just a set rule.

So you have to write back, say, we cannot do anything
to him, and this fellow says, why do I belong to the Society

then; I will do what he does and get out.

There are just too many sets of rules for playing the
game; and that is one bad problem, I think, we have been trying
to enforce them.

This is another problem.

CHAIRMAN CAREY:

I would like to put the question
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before you on independence.

PARTICIPANT:

I might say we are striving for uni

formity in the rules, and we got, I think, 28 state societies
to adopt the Institute’s code, literally.

PARTICIPANT:

We adopted it literally in New Jersey,

and then we just got a feeling from the State Board—I am on
the committee working with them—to see if we cannot bring these
things into line, but when our committee met, that is, the com
mittee of the State Society, we figured that since we adopted

the Institute’s rules, the State Board should also adopt them.
Therefore, we are going to go to the State Board.

We have

compared rules and decided you should change to ours, and I

don’t know that they are going to like that at all.
CHAIRMAN CAREY:

In that connection, there is a

certain amount of resistance about even a State Society chang

ing their rules to conform to ours, and it ought to be made
clear to everybody concerned that if there is something wrong
with ours, or if the State Society has a better one, ours can
be made to conform with theirs.

I mean, it works both ways.

We are not trying to impose our letter on the state societies;
we are just trying to get a uniform code that everybody can

agree on.
I would like to put before you the proposition which
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I am not necessarily supporting, but I will frame it in positive
terms to evoke discussion.

We have permitted the SEC, the

university teachers, the lay staff of the American Institute
of CPA’s to write books about ethics, and certain members of

the profession to develop the concept of independence to a point

that is beyond reasonable logic, which is locking us in and
inhibiting our members from doing things that would be very

useful to society.

Does anybody challenge that?

PARTICIPANT:

I agree with it.

PARTICIPANT:

It is so obvious that I don’t think

anybody will challenge it.

PARTICIPANT:

I would like to give an illustration,

really, of absurd circumstances.

We were engaged to do an

initial audit on a company going public.

an auditor before.

The company never had

We came in and found that the ledgers for

five years were posted in some cases in pencil, and we know we
can’t write in the books of account.

So we had the company go

out and hire a crew of temporary people to ink in the ledgers
before we commenced our audit.

Would that have affected our

independence really?
CHAIRMAN CAREY:

Did anybody say it did?

PARTICIPANT:

The SEC did.

PARTICIPANT:

The SEC would have said it.

309

CHAIRMAN CAREY:
PARTICIPANT:

Tom?

We had a situation where we came in on

the first audit, and the company represented that they had a

net worth of about $4 million.

This is for SEC registration.

We found things in horrible shape with many assets and acquisi

tions overstated.

The figures submitted show a net worth of

about $1 million after we were through.

The company had some

problems with the SEC, and they reviewed them, and they indicated

to us that they felt we lost our independence because we had
to make so many journal entries.

PARTICIPANT:

Ridiculous.

PARTICIPANT:

They didn’t make an issue of it,but

they stated to us that there was a question in their mind that

we had lost our independence.
PARTICIPANT:

That is likely to get worse with the

changes in the SEC.
PARTICIPANT:

I think, Jack—are you suggesting that

the American Institute’s rules are too tight or that the SEC
rules are too tight?

PARTICIPANT:

I think the American Institute’s rules

are fair in that regard.
CHAIRMAN CAREY:
PARTICIPANT:

So do I.

And I am a firm believer, and I think
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we all are that we have to have rules of professional ethics
or we won’t have a profession.

PARTICIPANT:

I think the only proposition is, should

we try to have the SEC and other agencies and other govern

mental bodies change their rules to conform to ours?

Should

that be our long-range objective?
CHAIRMAN CAREY:

I didn’t mean to imply that the

existing rule on the Institute’s books is too tight, but I am
disturbed by our own Ethics Committee’s views in interpreting.

I am disturbed by Abe Briloff’s study that you referred to
yesterday where he says auditing and the other services should
be in separate firms. Bob Mount’s book on the philosophy of
auditing, all this stuff about if you do management services,

you lose your independence.

done.

It is absurd.

It has always been

We said yesterday that the audit function is what gives

you the knowledge of the client’s problems to move into, and

by all odds, if management services impair independence, then,

logically, certainly tax practice does even more so.
So I think we have got to get a kind of counter brush
fire started against this academic theoretical type of thing.

PARTICIPANT:

Write a book about it.

PARTICIPANT:

He means another book.

PARTICIPANT:

Why don’t we eliminate the word
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"independence” from our vocabulary?
CHAIRMAN CAREY:

As a matter of fact, in rewriting

the book on professional ethics of certified public accountants,
which Bill Doherty is working on for me, and we are going to

collaborate on, we have completely revised the chapter on
independence, and some of my youthful things, I hope, will be
expiated, and we are thinking of publishing it in the Journal

of Accountancy as an article.
As a matter of fact, we have sent it around to a few

people to review for us first.

You may have gotten a look at

it.
PARTICIPANT:

Can I ask a question?

I wonder what

this group feels about the proposition that a man is independent

if he is in fact independent.

Do we accept that principle, or

do we have to have rules define what that means, and a state
of mind—somebody said—is it a state of mind?

It probably is,

but can we accept that we are all sitting here and we are all,

what is the word someone used, reputable CPA’s.
we have some CPA’s who are not reputable.

Unfortunately,

Don’t we need rules

for them?
CHAIRMAN CAREY:

PARTICIPANT:

Charlie?

The problem really isn’t independence,

the problem is integrity, and, possibly, the word ’’independence”
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following your thought should be down played, and the word
"integrity” or something comparable to it should be built up.

CHAIRMAN CAREY:

It has great semantic difficulties,

this "independence,” word.

PARTICIPANT:

Yes.

CHAIRMAN CAREY:

I think, historically, it meant you

were an independent contractor, an independent public accountant,
not an accountant employed by a company.

Then it got into the

moral area that you weren’t subordinate, then again in the tech
nical area through the SEC of not having relations with your

client, which might conceivably, possibly under certain circum
stances, influence your judgment some day, and now we have

carried that to a step where I really think it is getting pretty

silly.

Si?

PARTICIPANT:

I am not too sure that certain objec

tive standards do not have validity.

For example, we have a

tendency to justify everything we do on the ground that we are
a profession and we are entitled to exercise our judgment, et
cetera, et cetera, but it might be that we have been delinquent

in defining independence or setting down certain objective
standards, and that is why the SEC had to step in to do it.
For example, I agree that if a man has a financial
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interest in a company, that subconsciously or otherwise his

judgment may be affected.

CHAIRMAN CAREY:
PARTICIPANT:

So do I.

And I will go a step further, and I

will propose to you, and this is something which I am sure I

am not quite sure of, but I think I may be the only one in the
room who thinks so, who recognizes the possibility.

I think

there is an aspect that if a man owns 100 shares of General

Motors, and if he is with the accounting firm that is attesting
to their financial statement, and if those 100 shares of General
Motors represent a reasonably substantial portion of the net

worth, and if there is an area of judgment involved which would

involve 10 or 20 cents a share, and if he felt, gee, if I go

along with this, the stock might go up 15 times earnings or it

might go up a couple of dollars—this might sound ridiculous.

So it is not 100 shares, it is 1,000 shares, but it still is
an insignificant portion of the total.

I think there is still

a possibility there that his judgment may be affected subcon
sciously or otherwise.

CHAIRMAN CAREY:

Even if there isn’t, there certainly

is the possibility that to a reasonable observer outside the
profession, it would appear to be a conflict of interest, and
I think we can get away from the word "independence” and stress
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the words "conflict of interest,” and whatever the current
standards of the day are regarding conflict of interest, and

they do change.
The President of the Chrysler Corporation wasn’t
accused of having stolen any money, he had just put himself in

a position with a supplier where it didn’t look good.

I think

we must avoid situations like that.
PARTICIPANT:

I think we get into very dangerous

areas, which are not discussed or which we have not discussed.

Take an individual practitioner with a practice aggregating

$30,000, one account representing $10,000.

Is he independent?

Take a firm like ours with one extremely prestigious
account which doesn’t represent five per cent of our gross

billings, but represents a great factor in our prestige.
we independent?

Are

Do we have a conflict of interest?

CHAIRMAN CAREY:

No, I don’t think to a reasonable

observer it would appear so.

I don’t think anybody objects to

people taking fees from the client, as long as the reputation

of the CPA is for integrity, and people believe that he has more
to lose than to gain by fiddling with the accounts.

PARTICIPANT:

Jack, this recently was applied.

If a

man owned 100 shares of General Motors or even 500 shares—

CHAIRMAN CAREY:

This is a delicate area.

It is not
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a black or white thing.

PARTICIPANT:

What do you think is the prevailing

view of the public as to standards of behavior at any given

time--and they have risen steadily.

sulphur case.

You remember the Texas Gulf

Now, where would we be if people said, CPA’s are

making money trading in the stock of the their clients because

they have inside information?
PARTICIPANT:

We would be dead.

I am not suggesting that we should

loosen the standards.

PARTICIPANT:

I don’t think we are suggesting that

we should loosen the standards set by others than ourselves.

PARTICIPANT:

I think that is what we are talking

about.

CHAIRMAN CAREY:
PARTICIPANT:

Right.

I think we all agree with that.

CHAIRMAN CAREY:

Should we break for coffee?

[There was a 10-minute recess.]
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CHAIRMAN CAREY:

I hope we have made all the main

points that ought to be in the record on ethics.
PARTICIPANT:

May I say one.

Walter.

I would like to pick

up on the subject of the outside services.

My feeling is that we are prevented from getting topnotch people from outside in these various activities in many

cases because of our ethical rules, and I think we could do
much greater damage to the over-all profession if we are—as a
matter of fact, the profession is going to a broader concept,

there is no question about that, but if we set up rule prevent
ing us from taking a man in as a partner because he is not a

CPA, I think then we are standing the chance over the long pull
of not being able to control our total practices and not being

able to attract, really, the best men into the various activi
ties .
If we are going to branch out, I think it is incumbent

upon us to make sure we get the best brains in each of these

various areas.

I think we have a much better control over them,

if we can in fact admit them to our partnership, even though

they are not CPAs.

I would like to throw that out.

CHAIRMAN CAREY:

May I ask a question, Walter.

Can

you conceive of a law firm which has partners who are not law
yers?

How can a CPA firm be a professional firm of any kind if
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it has partners who don’t belong to this profession.

That

troubles me.

PARTICIPANT:

It doesn’t bother me too much, because

I think we are confining our practice in certain compartments

in many cases and shudder to think that some of our management

services partners going out on an audit are CPAs, but I would
certainly shudder at some of the partners going out on management

services, and I think we are going to be forced to compartment

alize, and I don’t think the fact that a person is a partner
per se means that automatically giving him the CPA designation—

he is just a partner in this broader CPA firm.

This doesn’t

bother me.

CHAIRMAN CAREY:

Shouldn’t he actually qualify as an

M.D. first before he gets his specialty?

Shouldn’t everybody

be a CPA first and then be an actuary or an engineer or what
ever he wants to be?
PARTICIPANT:

I don’t feel so.

CHAIRMAN CAREY:

PARTICIPANT:

with Jack on this.

Len?

I don’t agree.

First of all, I agree

I don’t agree with you.

should be accounting oriented first.

I think that a man

At least, he passes the

CPA examination, and he proves to be a man competent in the

profession.

Secondly, if you are prepared to take this non-CPA
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as a partner in your firm, then you have to be prepared for
CPAs going into other type firms as partners, say, engineering
firms, who want to get into consulting.

Why can’t the CPA go in and become a partner in that
firm and disassociate himself with, let’s say, the ethics of our

profession, yet practice within this other firm’s organization.
I think it opens this thing up so.
PARTICIPANT:

Don’t they do that anyway?

We have

CPAs in law firms whereby rather than the accountant doing the

tax work, by having lawyers on the staff, the lawyers—
PARTICIPANT:

But are they partners?

PARTICIPANT:

On their staff?

PARTICIPANT:

Are they partners in the law firm?

CHAIRMAN CAREY:

They cannot be partners in the law

firm.
PARTICIPANT:

That is right.

CHAIRMAN CAREY:
PARTICIPANT:

They cannot be partners.

Bert has the floor.

Len had a way of overcoming this by

handing a man a CPA certificate when he graduated from school
rather than having three years’ experience, and to pass the ex

amination, make it awfully hard to pass the CPA before he gets

into the specialization.
PARTICIPANT:

That was when he graduated a professional
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school or accounting.

The he is an accountant.

He is not an

Then he would have to go on to engineering school.

engineer.

PARTICIPANT:

But he has to specialize earlier.

CHAIRMAN CAREY:

Charlie, will you correct the record

on this point.
PARTICIPANT:

I don’t expect to convince anyone.

want to repeat something that I said yesterday.

I

I am always

intrigued with how universal accountants think their knowledge
happens to be.

It is always frightening to me, having gone

through this to see someone who is an engineer, who has joined

our staff, and for some reason, because of ethics, we think that
it is desirable for him to also have a CPA.

It is a waste of his time really, because he is never
going to be practicing in this field, but with relatively little

work he knocks off our examinations.

We work like dogs to pass

it, but these fellows are much brighter.

I think their intel

lectual capacity is greater than the big bulk of our profession

If we say to ourselves that the only people that can

be partners

are those who have CPAs, the only people who can

be CPAs are those who have gone to business school, and somehow

or other we want to reach the magical figure of 140,000 CPAs,
we are shutting off the big bulk of the schools that are turning

out highly qualified people, well trained to work within the
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framework of our profession.
If we cannot somehow or other modify our concepts,

rules of ethics and the rest of it, we are going to have to be

prepared to develop separate accreditations.
It is an either-or situation, as far as I can view it

Either we open up the CPA and possibly not have your number of

hours of accounting that you are referring to, so that this
person who has just gone through the engineering school is just

automatically not precluded—somehow or other modify that way
which would be going back from the direction we are heading in
today or separate accreditation, and, as far as I can view it,

it is going to be a lot easier to establish accreditation than

it would be to modify the CPA rules themselves.

Then you can have the Institute become, more or less,

have a college of accredited certified public accountants,
certified public tax practitioners, or whatever you want to call

them, with the partners in the firm’s progress within that body
allowing firms having partners that have any of the accredita

tions, allowing various avenues by which the people can come up

to a partnership level.

CHAIRMAN CAREY:

This leads very naturally into the

concept of the firm, because that is actually what we are talk
ing about.

So maybe I could call on Dan to give his introductory
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remarks on this subject.

Jule, would you like to get into

this first.
PARTICIPANT:

Before you leave this question of ethics,

before we broke we were talking about independence and something
that maybe we ought to try to relax these rules somewhere along
the line, concern with the rules of SEC or someone else—I am

a little vague on this.

I would be concerned particularly from

the public relations’ point of view if we were now to try to
downgrade this in any way, and I don’t quite share the view
that independence is a bad word, that we ought to try to get away

from it.

However, what I would like to ask is what rule are
we talking about, what rule are we objecting to, what rule is

too harsh on us.

CHAIRMAN CAREY;

My objection is not to the rule as

it stands on the books, but, rather, to the propaganda that is

being floated around by Bob Mounts for one, by Abe Briloff for
another, by a lot of people, and including some of our own
members who ar
e very conscientiously taking this concept, and I
think moving it out toward the logical extreme, which gets to

the point where you cannot be independent if you accept a fee.
The Government ought to pay you.

I mean, if you carry it on

step by step by step, you get to that extreme.
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PARTICIPANT:

You cannot call the president by his

first name.
CHAIRMAN CAREY:

You cannot have lunch with a client,

or that kind of thing.
PARTICIPANT:

That is what I mean.

I am not object

ing to where we stand today, and I think maybe we will have to
make more rules and more interpretations as the public concep
tion of what is a conflict of interest arises gradually, but I

don’t like this Jumping overboard and saying that you have to
have separate firms to do the auditing work, to do the tax work,
and to do the management services.

PARTICIPANT:

cation.

Which, again, is a matter of more edu

You come back to that.
CHAIRMAN CAREY:

PARTICIPANT:

That is right.

Let’s get back to Jule’s point.

We all

say we accept the present rule of the Institute or the code of

professional ethics.

The point was made that the rulings of

professional conduct that the SEC has is something different
than that of the American Institute.

Now, should we do some

thing to bring the SEC rules into conformity with the Institute's

rules.
I think that was the suggestion, and I for one thought

that we should.

We feel that our rules are right.

If so, we
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should move in that direction.

PARTICIPANT:

Do you object to that?

I think it would be a bad thing for us

to try to get the SEC to change their rules.
PARTICIPANT:

Are there any interpretative opinions

or Interpretative case studies of independence?
CHAIRMAN CAREY:

Yes.

The Ethics Committee has issued

a couple indicating that in their view, independence is not ad

versely affected by doing tax work, management services, and
bringing in this conflict of interest concept.
PARTICIPANT:

But those are still very broad.

CHAIRMAN CAREY:
PARTICIPANT:

Very broad, yes.

But some are more or less illustrative.

CHAIRMAN CAREY:

Nobody has ever studied anything to

see who is hurt or what is bad about this situation or the
other.

That is all theoretical.
PARTICIPANT:

Would not some illustrative case

studies or interpretative case studies at afairly detailed
level do a great deal toward this education that we were talk
ing about?

CHAIRMANCAREY:

Yes, it would.

Good idea, Charlie.

Bob?
PARTICIPANT:

Has the SEC ever considered this facet

of other services rendered by the public accounting firm?
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CHAIRMAN CAREY:

Yes, and I have talked to Andy Barr

about it at some length, and he says he will go along.

He has

no objection to the. concept that a management services does

not affect independence adversely if it is technical—management

services—that is one of the semantic problems again.

what people mean.

You know

They are worried about financial—the CPA

being a financial intermediary.

Management services in the

sense of going out and buying a company or going out and being
an underwriter or, you know, that kind of relationship, which,
also, is in his mind—part of management services.

Incidentally, if we could describe management serv

ices in a general nature, as I think the Committee is trying
to do, I think we would be taking a long step forward, because

it means different things to different people.
PARTICIPANT:

ly, isn’t that so?

This thing has to come to a head short

Everybody has been skirting around.

I

would say for years we have been avoiding this now and talking
about it.

Some people are very scared about it, and it has to

come to a head.
CHAIRMAN CAREY:

PARTICIPANT:

Yes, it is coming.

Jack, before we get off the ethics

issue, there is one thing that has not been mentioned which I

feel strongly about, and that is the practice review procedures
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and the suggestion by some people that members of the Institute
voluntarily submit reports to the Practice Review Committee,

their own reports, which is a procedure that I would agree
with if it could be worked out so that there was no revealing

of confidential information in the process.
The reason I think it is a good idea is that the

Practice Review Committee is educational in orientation, and
even if all of the members of the Institute submitted beau
tifully standard reports, at least they would get educated in
the process.

The aims of the Committee might be accomplished

in that way.
CHAIRMAN CAREY:

PARTICIPANT:

Would you requite it?

CHAIRMAN CAREY:

PARTICIPANT:

Good suggestion.

No, voluntarily.

I would like to have it a requirement,

if it can be worked out, because I am frankly terribly shocked

at the great number of substandard reports that have come

across my desk.
CHAIRMAN CAREY:

Do you want to go on with the assign

ment that you have?
PARTICIPANT:

Yes, I would be delighted to.

The

theme of this chapter in the book is that there is a place in
the profession—I am going to state this negatively on purpose--
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for the smaller firms, even though

there is an emphatic trend

toward increase in the size of practice unit.

I am concerned that perhaps this chapter overstates
the hope for the smaller firms in the future, and I think that

this meeting in the past day, and some of it this morning, has
emphasized the problems which will face the smaller firms, and

even the larger, not so big firms.
There seems to be no doubt whatever that we are enter

ing an age of tremendous specialization and sub-specialization,

and I believe that the practice base required to support
specialists and sub-specialists is so large that there is little
opportunity for the smaller local firms to achieve the kind of
base required to support the specialist.
Furthermore, my personal contact with the more pro
gressive partners of independent firms indicates an almost uni

versal desire on their part to create a new "big firm", al

though they realize that the likelihood of doing so is probably
not terribly great.

The desire exists.

The reason for the desire is principally to achieve

the basic practice from which to compete, shall we say, with
the big firms as to the range of services offered.
I doubt frankly that this will be accomplished, be

cause the economic incentive to create a new "big firm" really
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comes from practices which are broad in geographical scope, and
I think that this type of practice is pretty well locked up al

ready .
I doubt also that your comment that the merger trend

is slowing down--I think it is inevitable as the larger inde

pendent firms mature and their clients mature and grow and di
versify geographically and even internationally, that there is

really much choice for these firms, unless they are prepared
to restrict their practice to the representation of growing

local clients, which can be a very rewarding professional ex
perience.

However-CHAIRMAN CAREY:

I hate to interrupt you, but aren’t

you contradicting what you just said, that the practice broad
and geographical in scope is locked up, and then at the same

time you say when your clients grow and get international you
have to merge to serve them.
PARTICIPANT:

I didn’t follow my thoughts through.

What happens is that as the client grows geographically, there
is an increasing tendency for the local firms to lose them to

the national firm.

I don’t see this trend being reversed, and,

frankly, I don’t see it being reversed because I don’t think it
should be reversed.

When the client becomes big enough and has offices
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throughout the country, I think that the bigger firms can do a

better job of representing them.
CHAIRMAN CAREY:
PARTICIPANT:

All right.

I probably didn’t articulate that.

So,

really, my fault with this chapter is that I think as society
tends to bigness, the local firms have a tremendous job just
keeping their heads above water, unless they are prepared to

serve local clients which, as I say, can be a very rewarding

professional experience, and be prepared to lose their clients

as they get big.
This is a terrible psychological blow, as you all may
imagine.

I would like to hear other people’s comments on this.

CHAIRMAN CAREY:

Well, this criticism has been made

by others that I was overoptimistic in this chapter about the

future of the local firms, and it may be correct, but I know of

firms that are big locally, not nationally.

I ran across one

two weeks ago which by combining a number of local firms has
itself up to one firm of accountants.

It offers the full range

of services to industry in the State of Kansas.
ing.

It is flourish

I am sure its partners’ incomes are comparable with those

partners of national firms.

I say that, although it may be

only at the very top level.

They are not worried about any

thing.

They happen to have a 1401 in their own shop, and they
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are beginning to use that for client services and operations

research, and all that, but they are recruiting MBAs, they are
doing all the same things that the very large firms are doing.

Now, maybe they are not auditing big listed corpora
tions, Dan, but the best figures I could get hold of suggest

that there are millions of business other than the big listed
corporations, which are large enough to provide substantial fee

incomes.

PARTICIPANT:
lem, frankly.

I don’t think that is an economic prob

I would guess myself that the partners of inde

pendent firms probably average higher incomes than the partners

of national firms.

This is a professional prestige problem.

I

respect the image that the national firms have created for

themselves.

I think it is deserved.

However, it is so dis

tinct and separate from the image of local firms, that we who
are partners in local firms, who aspire to the professional

recognition that the

national firms have find it frustrating.

CHAIRMAN CAREY:
PARTICIPANT:

Herb.

I would like to address myself to that.

I think that perhaps Dave’s firm is comparable to our own firm,
and I don’t feel that necessarily all of the business that you

speak of must go to the national firms.

I think there is a place, as Jack mentioned, for the

330

medium sized or medium large—I don’t know how you classify

firms by size, but there is a place for them.

I don’t think

there is a place for the individual practitioner anymore, be

He

cause the individual practitioner is a harassed individual.

just cannot keep up with all that he has to keep up with.

He

is a fellow with the green eyeshade that we have mentioned be

fore, and I think that the fault lies not in the fact that the
national firms are taking over our larger clients; I think the

fault lies in the fact that the small practitioners are not
recognizing the fact that they must grow with their clients,
and I attribute our growth to the fact that we have always

tried to keep one step ahead of our clients.
We have very small clients, and we have clients on

the New York Stock Exchange, and we are able to handle them,
and we feel we handle them competently.

We do feel there are some disadvantages in the purely

geographic situation.

We have to do more traveling, because we

don’t have an office in each place in the country, but as you

go around--and we have people here who have twenty-five offices
one of them I noticed--they do travel.

Whether you travel 500

miles or 100 miles, you still have to travel.

You still have

to be away from home.

Today I don’t think that is too serious a problem.
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It is a problem, but not too serious a problem.

I don’t feel

that the accounting profession is going to evolve to one where
the eight large firms are going to take over all large com

panies.

I Just don’t feel that is happening.

I do feel that

the smaller firms have a lot to do in learning some of the new
techniques in recognizing the problem.

They refuse to recog

nize the problems.
CHAIRMAN CAREY:

PARTICIPANT;
with Dan.

Si?

I agree with Herb, and I also agree

I personally am convinced that in the future the

smaller practitioner, and the smaller firm must of necessity
become extinct.

The profession will have to meet the ultimate

test, which will be that the profession will have to meet the

needs of the client.

For the moment, let us put aside the average small

retailer, the very small business which needs a different type
of service--maybe a write-up service, or something of that sort.
We will assume that ultimately this will be dealt with by

separate categories of accountants or something of that sort,

but in terms of the accounting profession, we are speaking of

today, we are speaking and we are moving in the direction where
clients will demand, number one, that the firm have available

full time qualified expert tax people, that it have available
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full time expert management services people in a number of

areas, and the client will demand that because your business is
becoming more complex, and the economy is moving in that direc
tion, and business will need this service.
If a firm is unable to provide it, the client will go
to another firm.

So what we are really saying is that if the account
ing unit—or put it this way, the accounting unit must contain

at least three or four or five or six people that are engaged
full time in management services, because we will assume that
no one man will be able to acquire expertise in all the areas

of management services.
If we are going to have at least a few people in the

area of taxation, and if we have to supplement that with a
general accounting practice, the ratio has to be at least 7 or
8 to 1 in terms of general accounts, and you then get involved
in at least five or six or seven partners, and you, therefore,

by definition get involved in perpetuity of the firm, because
your client is going to demand that it no longer be a situation
where one man runs a firm and it is his baby.

So we almost define ourselves into a position where
in order to practice and give the business public what it wants,

the firm in terms of numbers will have to employ at least four
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or five--rather, forty or fifty people.

Now, this seems to me to be a major change in the
movement of the profession, because I would suspect—I don’t
have any statistics available, but I would suspect that the

majority of the CPAs today, the accounting units probably would
be less than fifteen people.

CHAIRMAN CAREY:
PARTICIPANT:
Dan.

Correct.

And so I--to conclude, I agree with

I don’t think the profession is moving in the direction

where the eight national firms or the eight large firms are

going to have all the business.

I don’t think that at all.

However, I agree, and I don’t think Dan thinks that-PARTICIPANT:

No.

PARTICIPANT:

I agree with Dan that the day of the

individual practitioner, certainly of the small firm, ten,
fifteen, twenty, twenty-five people, is over, and we might as

well accept it.
CHAIRMAN CAREY:

PARTICIPANT:

Charlie?

I don’t disagree with anything that

has been said thus far, except that I think we do have a little
bit of tendency to throw everything into the same bag.
To the extent that what we are talking about is the
competitive pressure being forced upon us by the evolution of
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our organization and your clients, I think the technology is
also going to have an impact on structure, particularly geo

graphic .

As the large companies computerize, the initial stage
was to decentralize.

However, there definitely is a tendency

toward centralization, central control.

That happens.

I would

rather imagine that you will see that the larger firms will

have less interest in areas of 100 to 200,000 population, for

example, smaller cities.

It isn’t imperative that they be

located in them in order to service clients.
present in those cities probably.

They won’t be

Thus, to a certain extent,

that will be open territory for medium or smaller firms.

Anything that is over 250,000population, I think
clearly--industrial population—I think clearly any of the big
ones will be there, but below that level, it is going to be

not quite so clear as to whether they will be there or not,
and thus I think possibly the pressures that are being created

by this may vary depending upon the size and the nature of the
area across the country.

CHAIRMAN CAREY:
PARTICIPANT:

Jerry?

Everybody has discussed the problem of

the small firm and the medium firm and seem to be avoiding the
very important aspect of this, and that is the capital
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requirement to run a firm of forty to sixty people.

I took a little poll last night before we hit the
discussion group, and it seems that the capital requirement
for the range of firms sitting around the table would run be

tween 40 and 55 per cent of their gross annual fees.

Now, if

we are talking in terms of a firm of forty to fifty people,

if I remember the statistics in MAP 14, that would involve a

gross of close to $1 million a year.

One million dollars a

years, applying the 55 per cent rule involves a capital of a
half million dollars.

How many partners do you say were in

that aggregation?
PARTICIPANT:

Seven or eight.

PARTICIPANT:

That is $100,000 a man has to accumu

late as a partner, which is a substantial capital investment.
This is big business, bigger than your client.

PARTICIPANT:

This applies with your client.

It

applies in any business.

PARTICIPANT:

Where is the accounting firm going to

accumulate that amount of capital?

CHAIRMAN CAREY:

Go public.

PARTICIPANT:

Borrow.

PARTICIPANT:

Establish friendly relationships with

local credit grantors.
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PARTICIPANT:

I might point out in this connection

that John hasn’t seen the article in management services, but
I had the opportunity of reading it before I left my office
on Thursday, and the last paragraph refers to the fact that

their investment in the installation of—they presently have

approximately $150,000 a year--that is a capital requirement,

and if we apply the same 50 per cent rule, it is another
$125,000 a year, Just in operating a service bureau.

There is a tremendous need for additional capital.
If we are going to expand, is the capital limitation going to
restrict the expansion we are speaking of, or will the money

have to be found elsewhere.
PARTICIPANT:

Where did the you get the figure, 50,

55 per cent?
PARTICIPANT:

We took a little poll around.

CHAIRMAN CAREY:
PARTICIPANT:

Dan?

I would like to answer that, Jerry.

This isn’t going to happen overnight, and the capital will be

accumulated gradually.

Most of the capital is in work in

process.
PARTICIPANT:

Yes.

CHAIRMAN CAREY:

I am inclined, Just from general ob

servations, to agree with Si.

I think 50 per cent of your firms,
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roughly, are seven or less people, not fifteen or less.

should the Institute do?

What

We have an obligation to these good

members who are doing their best and paying their dues and
living up to the rules.

Should we really actively encourage

mergers locally, and should we try to render advice as to how

to consummate a merger, how to build a firm on some—
PARTICIPANT:

I would have to disagree that the day

of the small firm is over.

I think there will be and will con

tinue to be a place for the small firm, and I am talking of a

firm as small as our firm.

There will always be small busi

nesses who will need assistance in the preparation of financial

statements, reviews of statements, preparations or interpreta
tions of what they mean.

sulting.

They will need general business con

They want a personal contact with the partner.

I

think that they can get that, or they seem to look for more

from the small firm than the large firm.
Now, business this size occasionally needs some help

in the MS area.

There is nothing to stop the small firm from

getting that elsewhere.

We have been through this.

We had a

client who needed some assistance in determining first whether

they should go into computers and, secondly, which one, the

setup.

One of the Big Eight came in and helped us out, did a
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good job, and then went out again.

Our relations with our

clients are just as strong, if not stronger, by handling it that

way.
We don’t want to be burdened with these things.

We

think that we can serve the type of client we are working with
as we are.

We look for a normal natural growth, but we don’t

look towards bigness.

We don’t want to get that big, and I

think that that will always be so.
CHAIRMAN CAREY:

PARTICIPANT:

Bob?
I don’t see how we

I agree with Tom.

can sit here and write the doom of the small business man.
is an age-old thing.

This

Business is going to take over small in

dividuals--the corner store.

There has been some of this in

some of these things over the years, but I think you will find
small business coming back stronger, because they can give

services which large companies cannot give.

Personal attention.

I think it would be very bad for the profession if we give

business and the profession--if I couldn’t go out tomorrow and
start my business as an individual practitioner.
could render a service by myself.

tioners get overworked at times.

I think I

I think individual practi

They take on too much.

ever, there certainly is room for them.

How

They can provide serv

ices as a certified public accountant that larger firms cannot

J
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do, and even medium sized firms cannot do.

They are not doing

it.

CHAIRMAN CAREY:

PARTICIPANT:

Len?

I would like to also agree that we can

not write off the small firm that fast, or the middle sized
firm.

I think it demands or it depends on what status you

have reached before you start looking at the problem.

I know

in our firm, it would take us a heck of a long time to grow to

be as big as Dan’s firm, and we feel there is much room in

there for growth and expansion without becoming a big firm.
I think until you reach the point where everybody going to
college is going to work for General Motors or Standard Oil,

or one of the large concerns, that you have got room for the

small and middle Sized accounting firms.
As long as you have got people going into new busi

nesses, entrepreneurs, capitalists, call them what you will, I
think there is room for the small and middle sized business

firm--just like in medicine there is still room for the general
practitioner.

I don’t think you will ever do away with the

small fellow.

CHAIRMAN CAREY:

Has anybody here ever researched

the economic statistics at all of the American business popula

tion by just digging around here, there in random fashion.

For
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my own part, doing that, I find out that the SEC says that

2,000 manufacturing firms now do
ing in the United States.
years ago.

65 per cent of all manufactur

I don’t think that was true twenty

I wonder what that means twenty years from now.

In the manufacturing industry, I would suspect there
is damned little small business left.
tailing situation is.

I don't know what the re

However, there must be far fewer

Momma and Poppa stores than there were when I was a boy.

of the

Does

this mean a shift of the picture to service business and non

profit institutions, and things like that, while the big firms
take up the basic industry of the country.

PARTICIPANT:

Hasn’t it been proved that many small

businesses fail most times because they become inefficient,

over-extended?
CHAIRMAN CAREY:

I think some of them fail because

they cannot get enough capital.

PARTICIPANT:

Then they become over-extended.

CHAIRMAN CAREY:
PARTICIPANT:

Well, they can’t compete.

They have to find their spot and their

customers and they have to cater to that thing.
CHAIRMAN CAREY:
PARTICIPANT:

Si?

I think the answer to the point that

was raised by Bob and Tom and Len is this.

It isn’t even
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necessary to assume or conclude that small businesses are on
the way out and that big business is coming in.

It isn’t even

necessary to go that far, although that would be the clincher.
The fallacy in that position is that they are rendering a serv

ice to their clients, the so-called smaller clients, which is

a unique service, and which cannot be rendered by a larger firm,

a larger firm being a firm of fifty or sixty or seventy people,
and the answer to it is that the service is being rendered, in

other words, Dan’s firm or Herb’s firm, which employ 100, 150,

200 people, are rendering to their clients a personal service.
The client has personal contact with the partner, and they are

doing everything that the smaller firm of five, ten, fifteen
people are doing, plus the pluses that they are in a position

to offer a tax department and a management services department,

etc.
This is the fallacy, I think, in your position, that

you are able to do something which the larger units cannot do.
PARTICIPANT:

to offer that service.
PARTICIPANT:

I don’t think you have to be that big
I really don’t think so.

I think you can have a group of five or

six well trained individuals banded together in partnership
with a moderate sized staff and offer an adequate service to

this size client without having hundreds of people.
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CHAIRMAN CAREY:
PARTICIPANT:

here to some extent?

Jerry?

Are we intending to play a numbers game

Have we disregarded the fact that the

nature of the firm may change over the next ten years, that we
will have a group of more

highly trained individuals on our

staff, and perhaps a group of sub-professionals, and that the

forty or fifty man organization will be able to offer the same
type of service by having more partners perhaps to deal with
the smaller firm locally, and yet offer this broad spectrum of

collateral services.
In other words, instead of having five partners in

your firm, have forty or fifty.

You may have ten partners,

and ten partners on a staff of forty sub-professionals—I am

sorry, not forty sub-professionals, ten partners, ten profession
als who will qualify as partners over the next few years, and

twenty sub-professionals, and that would be the nature of the
practice.

You would be able to render the same type of persona

service to each of your clients that you are rendering now in
the form we are doing business now.

CHAIRMAN CAREY:

PARTICIPANT:

Dan?

Charlie said last night that he would

say that you need seven specialists in a truly integrated man

agement services.

You certainly will need at least two tax men
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That is nine subspecialists, I would call them.

Now, I think the policy in the position that some of
us are taking is that anything—the smaller client will need

less specialized service than the bigger client.

I think that

is something that the Institute really should point out to all
of us, that it is not true,that the smaller client will need

equally subspecialized services, or maybe more specialized

service to the client.

CHAIRMAN CAREY:
that out in practice?

Does your experience actually bear

In other words, do you have smaller

clients who need high level management services?

PARTICIPANT:

Jack, we are right now in the manage

ment services areas, but we have philosophically established

that our clients will need equally specialized services.

CHAIRMAN CAREY:

PARTICIPANT:

further point.

did.

You are in it, Herb?

I agree, and I would like to make this

I was very happy that Si made the statement he

I think in a medium sized firm that has everything to

offer a small client--it has everything to offer that a small

firm has to offer, and then some, because of our specialties.

I am troubled by the fact that those of you who represent small
firms are satisfied to stay with the corner drug store.
I think that as professional men, we should go to
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achieve, go on to achieve higher levels, and I think there is a

place for the young man who wants to go into practice alone to
render that service, and it is hard for me to accept, and I must
accept it if that is your feeling, that many of our profession

will be satisfied doing this type of work for the rest of their

lives.

It is Just hard for me to understand that.
PARTICIPANT:

I think I made the statement yesterday,

and I make it again today.

It is not necessary to have a seven

man management services department.

Coincidentally, we have

seven men in our management services department, but I don’t

think it is necessary.

I think that not only do we have

specialties in various areas of management services, but many
of us are confining ourselves to groups of industries, for ex

ample, where we render management services.

However, some of

the national firms have management teams working in different

industries.

I mean, that is one way of breaking it down.

I don’t say that that is necessary.

It is an objec

tive, if you want to become very, very large, so as to really

make it necessary to have seven men on a management team.

Isn’t

it, also, possible that by having a specialized management de
partment to give direction to the area of management services

that we upgrade the quality of the work of our auditing depart
ment, our auditing partners in the area of management services.
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Not everything must be channeled through our management serv

ices department.
When we have a problem, our auditing partner will sit
down with the management department and get his thinking, and
he will then meet with the client, and without calling in the

specialist, deal directly with the client.
I think if we do more of that, and if the small firm

has at least one man, he would give more management services--

one man in the management services field—the auditing partner

would be able to do a

better job.

My own point is that it is

very difficult for the single practitioner in this country—I
think that he is out, unless he wants to do the corner drug

store bit.
CHAIRMAN CAREY:

Manny hasn’t taken much of our time.

Manny.
PARTICIPANT:

I wanted to say that the profession

has a moral obligation to serve even the local drug store.
PARTICIPANT:

Absolutely.

PARTICIPANT:

I agree.

PARTICIPANT:

Maybe the one or two man small firm

will go out of business eventually, or will be eliminated, but

still you have the need for a small local firm of, let’s say,

five or six partners, each of them could specialize in these
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fields, and they could serve the client.
PARTICIPANT:

You have indicated you cannot understan(

why a professional CPA is satisfied with doing the corner drug

store the rest of his life. Herb.
PARTICIPANT:

For the rest of his life.

PARTICIPANT:

Well, this is a profession, and the

profession's aim is to serve a social need.

You have doctors

who will never make a fortune and who are satisfied working in
slum areas for the rest of their lives.
to eliminate the individual practitioner.

back stronger.

You are never going

The doctor is coming

We are all looking for him again.

You are

never going to eliminate the lawyer who has a little office
on the sixth floor of some old loft building or the twentieth

floor.

You are never going to eliminate him.

He is needed.

You are never going to eliminate the individual prac

titioner who is a CPA.
CHAIRMAN CAREY:

PARTICIPANT:

Fascinating.

Len.

A firm our size is—we don’t do any

corner drug store--

CHAIRMAN CAREY:
PARTICIPANT:

partners.

What is this, about fifteen, twenty?

We have fifteen men on the staff, three

We have a tax department.

However, I want to know

really, what is so all mighty about auditing U.S. Steel?

Why is
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that the ultimate achievement of the profession?

The only

thing that is all mighty is the fee.
I was talking to Jule last night, and he envisioned

some of these audits in the future as looking at a bunch of
lights in a computer and saying that maybe this is it.

I don’t

see what is so great or why this is the ultimate achievement

in our profession.

If we can help somebody who needs our help, then we
are accomplishing, we are achieving, and I imagine there are

plenty of small practitioners that are getting a lot of pro
fessional satisfaction out of doing what they are doing, and

I see nothing wrong with it.
CHAIRMAN CAREY:
PARTICIPANT:

Dan.

What happens, Len, when you help him

so well that he becomes a $50 million a year sales company and

you lose him?

How do you feel?

PARTICIPANT:

Then help somebody else.

What happens

if you are a lawyer and you help somebody win a case?

You go

to somebody else to win another case.
CHAIRMAN CAREY:

PARTICIPANT:

Tom.

I just wanted to indicate that because

you are a small firm doesn’t necessarily mean that you confine
yourselves to drug stores.

We deal with just as many problems
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on auditing, on the tax level, in the same scope as the larger
firms.

The figures might be smaller, but we have the problems.

We feel that we are working professionally.

There is a difference between a small firm that is
doing professional work and a firm that doesn’t do anything but

write-ups, and I just wanted—
PARTICIPANT:

Do you have a tax man in your organiza

PARTICIPANT:

No.

tion?

the tax area.

We have two partners who work in

We don’t have one man.

PARTICIPANT:

You have two people working in the tax

PARTICIPANT:

Yes.

PARTICIPANT:

Do you have anybody in your organiza

area?

They also work in the audit area.

tion that is knowledgeable in the computers at all?

PARTICIPANT:

No.

PARTICIPANT:

My point is that there is a place--I

We go outside for that.

don’t say that there isn’t a place for the small man if he is
satisfied in staying the small man, but my point is, and I think
Jack made the point before, do we want to help the man who is

not satisfied with this?

I have attended so many meetings

where the small practitioner is frustrated.

CHAIRMAN CAREY:

He is scared to death.
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PARTICIPANT:

And scared to death.

I say that if the

small practitioner is satisfied in remaining a small practi
tioner, fine, but is the American Institute prepared to help

those frustrated, scared to death, as Jack says, and I think
they should be there to help them.
I am not saying that we should say all small firms

should become large firms, but, certainly, the profession should

help those who want to move forward and move in a direction of

bigness, only because bigness offers many all the things we
spoke about.
PARTICIPANT:

This conversation started on the premise

that there was no room for the small firm.

That is what I

addressed myself to.

CHAIRMAN CAREY:

tion.

I would like to offer this observa

I told some of you, maybe all of you, that John and I

were invited to the Arthur Anderson partners which was quite an

unusual event.

Chicago.

We spoke to them on Wednesday and Thursday in

Three hundred of these partners—I made a plug that

the gap between the very big and the very small in this pro
fession was unlike anything in any other profession and created

serious problems, some of which have come out here, and that I
thought the best thing the big firms can do for the profession

was to try to help the local practitioner develop and grow and
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move up as necessary in the technical areas.
Leonard Spotchick grabbed the mike and said:
this have to be?
a Big 8?

Why does

Why can’t there be a Big 100 instead of just

Why don’t the local firms merge with each other and

recruit, and, if necessary, he said, our firm would be delighted
to help them and tell them how we grow and how we licked our
management problems and how we got, the hard way, our experience

in internal organization, communication, and what-not.
He said that they would be very happy to consult with

any firm that wants to get together and become a big firm,
which is very interesting.
I just throw that out.

PARTICIPANT:

Leonard.

I don’t think the firms need Arthur

Anderson or the American Institute to tell them how to merge
or what to do about their practice.

We think there is enough

room for everybody on a live and let live basis, and there is
a vast difference in practice, and there is going to continue

to be a vast difference.

I don’t think that the individual practitioner is
concerned about our firm, or the others.

Each one is concerned

about one notch larger above them where the greatest danger of
encroachment exists.

CHAIRMAN CAREY:

That is not quite correct, Leonard.
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My observation is that, rightly or wrongly, there is fear,

suspicion, distrust on the part of thousands of local firms
of the Big 8, and the Big 8 only.
PARTICIPANT:

On that point, if I may, in the past

year I have known of many instances where the big—I don’t know
what the word "big” here means--where the big firms have active

ly indicated to the knowledgeable people in business and finance

that they are interested in small clients.

attention.

That has come to my

I am speaking of credit grantors, bankers, and so

forth.
I think that this is frightening the small practi

tioner, because if the big firms are going to go after the
small clients and have small business departments, which I

understand is happening, that is of grave concern to the smaller
practitioners.

I don’t know that it is happening all over the

country, but I do know that it is happening right here in New
York.

That has been told to me.

PARTICIPANT:

clients.
merged.

Of course, we are interested in small

How do you get big clients?

They grow.

They get

You Just answered it.

PARTICIPANT:

Of course, we are interested in small

clients, but how small is small?

Everywhere we are approached

by a large number of firms that want to merge their practice,
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and perhaps the biggest obstacle to any such merger is the
So there is still a great deal of

nature of the clientele.

room for everybody in this practice.

PARTICIPANT:

Well, when a very large firm could take

on a client for an annual fee in three figures, and I heard of
it, that causes grave concern for the small practitioner, and

I believe he is scared to death, as Jack has indicated, because

he cannot compete with the national firms on this basis, because

you have everything to offer, and the little fellow doesn’t.
CHAIRMAN CAREY:

PARTICIPANT:

Jule, did you raise your hand?

Yes.

I am puzzled by this.

Of course,

the large firms are interested in small clients, interested in
all sized clients.

We are professionals.

ourselves into a corner over here.

We are not putting

I don’t think realistically

you can expect that we would.

Now, this may disturb the small practitioner.

I sup

pose we are all disturbed whenever we are in competition, but
I think it is totally unrealistic to think that any firm is

going to say, well, I am not going to serve by somebody’s
definition a small client.
PARTICIPANT:

Are you suggesting that—

PARTICIPANT:

All I am saying is that my point is

that the small practitioner, if he is to survive, must be
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aware of the fact that he is competing with firms that are pre

pared to render all of these services, and if we recognize that
point, then the small practitioner must do something about it.
That is all I am saying.

PARTICIPANT:

May I finish?

CHAIRMAN CAREY:
PARTICIPANT:

Yes, Jule.

We are primarily trying to come up with

something that would be a program, something the American In
stitute, or anyone else, could do in this area, and it is ob
vious that there is quite a bit of difference here as to
whether there will be a place for the small firm, but it seems

to me that perhaps the American Institute ought to analyze this
situation and try to define this area that will exist, what the

limitations will be on the small firms, individual practitioners,

and if it is a fact that if it is to the advantage of most of
them to compete, to get bigger, to the fifty size staff, then

they will do so, get in andhelp them accomplish it.

CHAIRMAN CAREY:
PARTICIPANT:

Si, you wanted to speak before.

Just briefly.

I agree with Jule.

The

job that the Institute has to do is not to tell practitioners
how to merge or how to build their practices. The problem is
that the majority of the membership does not understand what

the problem is.

Therefore, it seems to me the Job of the
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Institute is, number one, to inform the membership of how the

nature of the profession is changing, what the extent of serv

ices will be required by businesses and their clients over the
next ten or fifteen or twenty years, what the trend has been

in the profession toward movement to larger accounting units-in other words, describe in detail what you need to render

these services; in other words, that you really need people who

are expert in all of these areas.

So that if everyone understood the problem and under

stood the facts and understood what was happening, then people
are built so that the marginal ones will fall by the wayside,
and those who are able to do it will gravitate toward the cor

rect accounting unit.

CHAIRMAN CAREY:

Or if they don’t agree with our

judgment of the situation, they can inform themselves, do for
themselves what they like.

I agree that that is an excellent

program, and I also agree that we don’t have to tell our mem

bers how to run their lives.
I think we just have to point out to them what appears
to be certain trends and possible eventualities, and everybody

has got to take his own measurement.
PARTICIPANT:

and MS.

Charlie?

I now know the difference between audit

Audit is one, two, three, MS is A, B, C.

This is like a
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classical distinction between a digital and an analog computer.
A digital is if Jane Mansfield walks through the room, comes

out with tag saying 36, 24, 36, whereas an analog would come
out (indicating the figure of a girl) ”Oh!"

On the point, I think it is clear that the large
firms are interested in small clients, but I think, also, there

should be one more clarification.

We are not interested in

small clients for their own sake.

I think we are interested

in them to the extent that they can grow and become larger
clients.

These are the clients which the small firm would be

eventually losing in any event.

So there is a little bit of

area in thesmaller client that we are not particularly inter
ested in, just

speaking for ourselves at the moment.

It would

be a transitional phase, possibly, for the smaller firms, in
any event.
CHAIRMAN CAREY:

PARTICIPANT:

Len?

For what it is worth, I was going to

say that we, over the last decade, which is about as long as I

can remember, have not had any problem in losing clients to
large firms.

We lose clients to large firms, we have lost

clients to small firms.

We don’t lose too many clients, but

when we do, they are clients we were going to lose, and the

fact that they may have chosen a large firm to go to, well,
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they may have chosen some other firm.

I think it just hasn’t been a problem in our practice.
The clients that we have, fortunately, we can keep, and we get

more clients than we lose, and when we lose them, we don’t lose

them to the large firms.

We don’t feel they are trying to get

them from us or solicit from us or even making attractive offers

of services that we cannot provide.
CHAIRMAN CAREY:
PARTICIPANT:

I just don’t feel it.

Tom.

For what it is worth, we probably have

gotten more clients from the large firms than they have taken
from us, and these were good operating businesses.

on the way down.

They weren't

So it works both ways.

We keep talking about the small fellows going to

learn, but sometimes it works the other way, too.

We don’t

have to be that scared, I don’t think.
CHAIRMAN CAREY:

Is there any other point of view?

Bob?

PARTICIPANT:

You mentioned before when you were

speaking, Jack, or you alluded to it, that we do have a unique

profession in that we have very large international firms and
country-wide firms, which is unique in the accounting field.
You don’t have it in the legal field or the medical profession,

or any other profession—linked up with thousands and thousands
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of employees, hundreds of other places.

So we do have a dis

tinct problem within our own profession.

CHAIRMAN CAREY:

Anything more to be said?

If not, we have time to move on to John’s specializa

tion, referrals, accreditations, competition, all of which have
been thoroughly discussed.
PARTICIPANT:

Yes.

I will say that I am glad that

no one has brought up the only remaining point, which is my

own pet theory about what will happen in this area of special
ization.

I don’t think that the problem will work out as we

talked about it, at least, as I see it.

I see that the future may be a change-over to
specialized firms, smaller firms, where, in effect there will

be agencies with one or two specialists in one area of MAS or
EDP or taxes, which will be so highly specialized that he will

be brought in by the smaller firm, perhaps at some point by the
larger one, or it may not be economically sound to attempt to

have in quite the specialists that we sometimes think of as

the true experts.
I think that the main problem there is going to be
the machinery of referral.

I noticed the Institute is attempt

ing to set that up now, and this gets back to accreditation.
I am not sure at all.

These are questions in my mind that I’d
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like to talk about or have the group discuss, but I can see
now that in bumping other MAS groups, we have got forced into
this in a way.

Jack asked me to briefly describe what we are doing,
and I will talk about how our firm happened to get into EDP.

Maybe it is a good idea to do it that way.

We started off with

the idea, with the feeling at least, that within X years, five
years, ten years, most of the work that is being performed by

accountants will look a little different.

The books and records

will be different, and as the price of computers fell, and as

the manpower available increased through Government use of

computers and businesses and so on, I had the strong feeling,
and I have the strong feeling I should say, that that will

move down into areas where a lot of my clients who are relative
ly small, as audit clients, will be using equipment that I have

to know about.

So we started that way.

I am learning a little bit about cards, a little bit
about paper tape, and we serviced some work out.

In the present

write-up work, we are attempting to improve our financial
statement, we are attempting to cut costs, to reduce statistical
typing, review time by the accountant, and so on, and for al
most a year, we did nothing but learn about computers.

I took

accountants and I sent the accountants at that time to computer
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schools, because the systems that we were hoping to develop—
this is strictly within our own firm--to turn out a little
better financial statement--I felt that if they did not have

the basic systems knowledge in accounting, and so on, they
couldn’t very well come up with the answer in computers, and

it did turn out that way.

We were able to turn out a financial

statement that built in the things that we used to think more
important in theory than in practice, and 330 accounts that we
handle are now presently on an automated basis, being turned

out.

Keep in mind that we do this one area which I am--I am

not sure where write-up starts and stops, but most of the ac

counts we handle were mostly audit Jobs, and we did physically
provide that management estimates for—in firms that size, they

don't have a controller or a treasurer, and so on, to do the
job.

So we were able to give management the type of statement

that was more meaningful, but more important we were able to

give it to them earlier, quickly.

They got the statement back

when it wasn’t two months late, three months late, and so on.
Now, we went into comparative balance sheets, which

we couldn’t do before, strictly because of manpower.

We went

into building into the financial statement, into the balance
sheet, cash flow automatically.

We increased the P & L state

ments to give comparatives, percentages.

We built in things
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such as automatic tax calculations for the franchise tax, the

income tax, and so on, but that is where we were for almost a
year.

Other CPAs whom we were talking to, and so on, who
had been using commercial service bureaus as such found that
they did do a valuable service at the same time.
accountants.

I had to standardize everything.

They weren’t
Our whole ob

jective was not to have standard packages; it was to come up
with an improved package, and from that point on, I suppose we

turned into what would be called a service bureau, in effect,
because we reached out and started to develop systems that were

systems that would satisfy groups.
The question in my mind does certainly come up where

we had an audit client and where we used this gadget to make a
financial statement.

We realized that here we had a tool where

we do improve the information gathering of the client; for ex

ample, probably the first job that we did which included work
on their records was to take by-product tapes from the client
and give him back job cost sheets, and that particular client,

manufacturer, he would be in position absolutely economically

to gather that kind of information job by job by job to compare

our hours against a contract that would go, let’s say, $200,000,
$300,000--it might spread over several months--to identify all
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the purchases and get it onto the job cost record.

It would

be great information, but economically it isn’t there.

We

started to do that type of work.

We haven’t moved into the area of bookkeeping work,
of disbursing, and so on, for this fellow.

kicked around.

I would like that

Where are we losing independence, if we are,

and so on.

On the referral, on the accreditation, I would like

to talk perhaps about how we are going to work this out with

the Institute.

For example, I would like my name on there.

Who will determine who will go on the list?
the qualifications of these people?

Who will determine

If we are about to, as a

profession, endorse certain people as specialists, we had
better make sure that we are endorsing the right ones, but
there were several questions that you posed.

I will look at

my notes.
PARTICIPANT:

Glasses will help.

PARTICIPANT:

Should specialists be required first

to demonstrate competence as general practitioners before under

taking a specialty.

That is asking like whether the horse goes

before the cart, and so on.

More important, if so, what shall

be the common core of knowledge to be regarded as essential
for general practice?

In other words, where does specialization
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begin, and then back to the general practitioner.

Can he sur

vive in competition with firms which bring together a variety

of specialists, and I think this is about what I wanted to
cover.

CHAIRMAN CAREY:

Thank you.

I might say that we have

even yet begun to set up this referral service, partly because

it is a very difficult thing to begin, and partly because we

just lost five people from the staff in the technical areas.

We are very shorthanded, but the concept is to confine this to
internal use among members.

We won’t tell any prospective

clients who was a specialist in anything, and then list anybody

who wants to be listed in whatever area he says he has had

experience in, and then make it clear to the Other member who
wants a referral that it is up to him to examine the qualifica

tions of the people under consideration.

In other words, he

should be able to judge for himself what he wants by personal
investigation.

So, really, all we have is a telephone book,

classified, by whatever specialties people care to indicate.
The thing started with the MS committee, of course.

The Executive Committee said Why confine it to that?

I mean,

a lot of people want referrals in SEC audit, they want help,
some new industry, bank that they haven’t been in before.

So we are under instructions to make it all
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encompassing.

So when we send out the questionnaire to our

13,000 firms, I guess we are going to have to have a computer

to handle it.
PARTICIPANT:

We have this in a limited form in New

Jersey now, not only specialists like on taxes and computers,
but within industries, and this is published and circulated

among the members of the Society, and I know we are on there.
I am personally for a particular industry, and it has been my

experience, and the experience of other people on there that

nobody uses it.

We just don’t get calls for it.

I don’t know

why, but it is not being used, or it is being used so little
that it is hardly worth while.

That has been our experience with it for the last

few years anyway, and one reason I think for this may be—I am

not sure that ours will be used either--that the prophet is not
safe in his own country.

You don’t like to call on your neighbor and admit
you don’t know as much as he does, and besides he is right

there, and he might get into the act a little more deeply, but
you take a specialist from out of town, he comes in with a

great clamor.

PARTICIPANT:

I think the only time you are going to

have for utilization of specialists by practitioners is when
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the specialist confines himself just to this one area of prac
tice, and he doesn’t offer the other services that you offer,

similar to a specialist, I think,a GP,who refers somebody to a
specialist, provided the specialist also doesn’t practice gen
eral medicine.

CHAIRMAN CAREY:

in actual experience.

The only contradiction to that is

Now, I guess I have talked to twenty

local practitioners that have used national firm specialists
for their clients with perfect happiness on both sides.

haven’t lost a darn thing.

They

I remember one, particularly in

Colorado, I remember one in Kansas.

Well, Tom said he had

done it this morning.

PARTICIPANT:
worried about it.

We used firms.

We are not particularly

I don’t think this is the general way things

go.

CHAIRMAN CAREY:
PARTICIPANT:

It may be just beginning.

Dan.

Jack, the only problem with this is

that the use of outside specialists, either in the tax or the
management service areas is less than the ideal way of accom
plishing the job.

The reason that management services work is

a continuous process with the client, it isn’t a segment here

and a segment a year later, and tax is the same.

To do the job properly, it should be done continually
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PARTICIPANT:

the case, Dan.

tinuous.

I don’t think that that is necessarily

We do many specialized jobs that are not con

We are called in to aid the CPA firm, and aiding, in

turn, his client to come to a conclusion as to what type of

equipment, or the complete system, should be scratched, because
if you make noise in any form, there certainly is a time where

I think most firms wake up and realize that they are really

antiquated in their record keeping.
We might do one little area of work.

CPA is doing the bulk of it.

Actually, the

That is what we find to be the

case.
On referrals, I must say though that there is a great

fear—I am talking about small firms, to medium sized firms,

that call us in.

In many instances they ask that we give them

a letter stating--I say "many,” there have been instances

where they ask us to give them a letter stating that we will not
go beyond, and in that area, I would like to say that I don’t

think that we can ever legislate by rules this restriction.

I

think this has got to be evolved, as I said, where a firm does
become so highly specialized that he does not perform other

accounting and auditing functions, or there will be no fear in
asking us to come in and do a job and then go away.
prepared to handle anything else.

He is not
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PARTICIPANT:

I don’t think we can make a rule on

this one.
CHAIRMAN CAREY:
PARTICIPANT:

Charles.

We have Rule 502, which should come

pretty close, at least, from a conceptual point of view.

I

don’t see how we can possibly add to it, but the other side

of referrals is that this is where you have the operation.

I

mean where they are making a decision as to where to direct it.

The real difficulty in referrals is not in getting the thing

from the Institute—maybe that is the beginning point—but the

real long time referral arrangement will be established by
getting to the referee, having confidence in him.

I doubt very

much that a doctor will choose another doctor for reference
just by going to the yellow pages and running his finger down

the sheet.

He does it because he knows the other doctor and

works with him over a period of time.

This can give him at

least the yellow pages from the Institute, and then he will
have to develop a relationship with these other organizations

over a period of time.
CHAIRMAN CAREY:

PARTICIPANT:

Si?

I think that the question of referrals

is really symptomatic of a short-term desire of members of the

profession to solve their problems without having to do what
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they are ultimately going to have to do, namely, expand the

firm, and I think that the term referrals, or whatever it at
tempts to convey, does not conform to the realistic world.

just cannot continually exist.

It

For this reason, what the prac

titioner is afraid of, what I as a small firm am afraid of, is
that if I have to acknowledge to my client that, number one, in

stead of A, number one, there are other firms in my profession

who are able to give them a broad range of services; number two,
I am not able to do that; number three, therefore, I have to

call in someone else, as opposed to the medical profession
which is taking on the basis of accredited specialists--where

there is a firm, this is not a firm offering all these services ;
if I have to acknowledge that, then what I am afraid of is that

I am afraid of the realities of the situation.

I am afraid that

my client will then realize that I don’t need you, I am going
to this integrated firm where they will serve me in a better

way.
So that, really, what we are trying to accomplish by

referrals is--the ultimate test is what would the realistic

world be, what will the business community want, and how can
they get it most efficiently, and they cannot get it most ef

ficiently by referrals.

They can get it most efficiently by

having their accountants and an integrated form which can offer
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the service.
PARTICIPANT:

That still gets back to a pretty big

We will have fifty men.

firm. Si.

PARTICIPANT:

I would like to disagree.
Go ahead, Len.

CHAIRMAN CAREY:

PARTICIPANT:

Twice we have used large firms for help,

referrals, it was for registrations through the SEC.
only run into it twice.

We have

Why should we staff ourselves?

Why

is it inevitable that we have to have some ECA expert because
twice we ran into registration.

I don’t know if we will run into another one in an

other ten years.
Secondly, we don’t even tell the client that we are

using help.

We used help, we got advice, and everything else,

and the client never knew the difference.

We paid the bill,

and we charged the client.

Also, I think you will find that in your medical pro
fession you do have group practices today.

You have got medical

arts buildings going up where you have specialists of all types

practicing out of one building.

There is a tendency toward a

group practice in the medical profession.

CHAIRMAN CAREY:
PARTICIPANT:

That is the integrated firm.

That is the firm, number one; number
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two, the situation you describe about the SEC is not analogous
because, firstly, even if you had told the client, you can
justify it on the ground that this crazy underwriter who

doesn't know what he is doing has said he wants to have a

name firm.

Well, this name firm, they cannot give you what I

can give you.

I can give you personal service, etc.

So let’s

conform with this crazy underwriter.

That is even if you told the client, but you tell us

that you didn’t even tell the client.

PARTICIPANT:

No.

PARTICIPANT:

So the situation is not at all analo

gous, because what we are talking about, referrals and pension,

is where the client has full knowledge of the fact that you are
calling in the specialist.

PARTICIPANT:

The point that Si makes—my experience

in tax referrals has been the point that you made, the point

that Jack made before.

Most of the referrals that I get per

sonally are from small practitioners who don’t have tax depart
ments, who come to me with specific tax problems, and when I

sit with them I respond that they don’t want the client to know

that they came to me and they have a problem they would like
my advice on.
it.

That is because there is fear, and I understand

I appreciate it.

I wonder if—perhaps it is a serious
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question to answer, a difficult question to answer—whether a
very small practitioner could be always happy to bring in a

larger firm who has all of the services, and I think that if
you think about it, I think they would think twice about bring

ing in just a little larger firm, perhaps because this little
fellow is--I don’t want a national firm, but, hell, here is a

firm with fifty or even one hundred people, and they have all
of these services, and they can give me all of the personal
attention that you speak of.

So, really, your information is minimized by perhaps
bringing in a very, very large firm as compared to bringing in

just a little larger firm that has all of this, and, again, I
think we come back to the basic philosophy that Si mentioned,
and I believe in, we must face reality, and this referral is a

temporary situation.
PARTICIPANT:

On the one hand, we say we have got to

go out and sell these clients on what we can do, sell them on

management services.

Charlie will say it is like you have got

to get the partners, the audit partners enthused.

all sorts of management work to be done.
know it.

He doesn't appreciate it.

There are

The client doesn’t

You have got to sell it.

On the other hand, we have to say to the client these
other

things, that these firms offer the things that we don’t
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offer.

This is assuming he is fully unable to.

I have a lot of

clients that I don’t think have any idea of the things we are

talking about, that these things even exist, as they will

twenty years from now.
PARTICIPANT:

Shouldn’t they know about it?

PARTICIPANT:

They should.

PARTICIPANT:

As long as we feel we can handle it

They will know about it.

when they do know about it—

PARTICIPANT:

We are addressing ourselves to the

small fellow who hasn’t got all of this.
CHAIRMAN CAREY:

I raise another question.

How soon,

if any, should a start be made in organizing a system of ac

creditation of specialists in this profession?

Charles, you

really believe in it?

PARTICIPANT:

Yes, I do.

CHAIRMAN CAREY:
PARTICIPANT:

You do, too?

I agree.

CHAIRMAN CAREY:

You do, too, Len?

PARTICIPANT:

Yes.

PARTICIPANT:

Let me suggest a style of accreditation

not unlike the English diploma concept, which is a merely a

method of further accreditation of the CA, which I think
freezes out of their profession these people that are trained
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and developed in other disciplines, but just like we have a

PhD, getting his title in history or language, or whatever it

happens to be, you can build a method of accreditation in that
same style, starting off with a minimum academic background,
which if we said was mandatory would start off above the CPA
in many states, but going beyond that, having a man of, say,
three years of experience in the classical form in consulting

followed by a written examination of two or three days, half
of which would be on managerial accounting, to establish the

common thread throughout, but not having specific academic
credits required to sit for this, so that you can pick it up

after he joins the profession; the other half on general manage
ment areas, other than financial aspects of management, followed

by the preparation of a dissertation type of document, in which

he would be expected to start his career by making some con
tribution to the culture in which he works, followed by an Oral

examination by his peers, discussing his doctoral material, and
then the issuance of the appropriate accreditation.

Now, this would be difficult, it would be hard, but
I think it would be highly desirable to make our people have a
target ahead of them.

Right now, a fellow joins the public

accounting profession, CPA firm, he isn’t going to be able to

make CPA.

So there is no particular reason for studying for it.
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As a matter of fact, there would be a lot of wasted time in

any event, but there is nothing ahead of him, no target for

self-improvement, except that which we can motivate him to do.
I think that this would be a great motivator for the

individual men that are in the profession.
in our total body.

It would put them

It would eliminate the problem of ethics,

if we could modify our rules to provide for partnership for
those that are members of the body.

I think from an over-all

PR point of view, we would really have made a coup, that here
we have been able to develop a group who are accredited in the
managerial sciences, whereas nobody else has been able to do

this.
Acme has tried off the record, but they have not been
able to get their own group together long enough to be able to

do it, nor really to get a hand on it.

I think this would be great from a PR point of view
for the profession.

That is a very legitimate expression

CHAIRMAN CAREY:

of viewpoint and logic and persuasiveness.
other possible approaches.

There are, however,

Whether this would sell or not, I

don’t know, but, basically, I think the question is whether we
should try to accredit special types of CPAs who have already
got their basic ticket.

I mean, it could be one way or the

374

other, Charlie, but each way there seems to a sentiment here.

Would you, Len and John both, think we ought to start moving?
Why was there a little modest step in this direction?

The so-

called Academy of Professional Accounting which was defeated,
was it because the rank and file thought that only the big

firms would qualify and thereby get added prestige on what

they already had, or was it because it was a clumsy effort,
or what was wrong with it.

PARTICIPANT:

I think what was wrong with it--

CHAIRMAN CAREY:

PARTICIPANT:

Si?

--was the fact that it has to do with

the maturity of the profession.
course, has the same problem.
lem.

They have the sections.

The legal profession, of
They have conquered their prob

However, they have still been

unable, and they have been trying for the last five or ten
years in the annual meeting of the American Bar Association to

develop any system of accreditation, and the reason is that the
members of the profession are not as yet willing to give up the

’’myth of omniscience.”

They are not willing to acknowledge

to the business world that each of them is not qualified to
render the broad spectrum of services that are required.
CHAIRMAN CAREY:

I think you are right, and I think

our profession is in that same position.
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PARTICIPANT:

I think so.

PARTICIPANT:

I agree with Charlie that we have to

start yesterday, and I agree for the following reason, that,

ultimately, what may happen is that, as I said before, we are
going to turn loose upon an unsuspecting business public
100,000, 120,000 CPAs who will contend that they are qualified

to render services in many innumerable areas, when in reality
they are not, that the image of the profession in the eyes of
the business community will be downgraded, that this will hurt

those like Charlie who are qualified to render these services,

and that, therefore, on our own volition, we have to establish

a system of accreditations so that people can give some ob
jective proof of their qualifications.

The reason I say we have to start yesterday is be

cause the medical profession has conquered the problem only
within the last fifty or so years, and after having been in

existence for 5,000 years.

demanded that they do it.

They did it only because the public
The legal profession has been in

existence for the same length of time probably and has not as
yet conquered it.

It, therefore, seems unlikely that if we start yester

day, we will be able to accomplish it within our lifetimes,
because it means the establishment of a separate ’’college” for
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I won’t say that it would be a

each of these specialties.

supplement for management services areas of practice, the same

as you might want for taxes.
CHAIRMAN CAREY:

Tax audits, it is not confined to

that.
PARTICIPANT:

With the CPAs being primarily—

PARTICIPANT:

Charlie, let me put it differently.

means the establishment of a separate "college.”

ing about a university.

It

I am not talk

I am using the word ’’college” for each

field of knowledge which we desire to call a specialty, however

many that may turn out to be, and this means, firstly, estab
lishing the common body of knowledge for this particular field

of knowledge.

It then means establishing methods whereby

people can acquire expertise in their area.

It means establish

ing methods of attesting their expertise, etc., etc.,
I see this, and I may be overpessimistic, but I see

this as possibly a fifty-year Job.
CHAIRMAN CAREY:

Well, you can make a beginning.

If

my impression is correct, Si, the doctors started with a couple
of specialties.

I think the College of Physicians and the

College of Surgeons was the first step.

Then they moved into

the boards, and they have proliferated.

There were ohly a few

twenty years ago, now there are about eighty.

So you can begin
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with something.

This Academy of Professional Accounting that

the long-range objectives threw at the country a couple of
years ago was a very simple,modest beginning to get something

going.

It got absolutely clobbered, and I can never understand

why.

PARTICIPANT:

Did they have mechanics with the

proposition or was it just the thought?

CHAIRMAN CAREY:
out.

They had the proposition all worked

They spent two years at it.

It was simple.

It wasn’t

complete, but it was a start in this direction of, as you said,
providing an incentive to people to study more and get some

blue ribbons, and we thought that we could enlarge the require
ment as time went on.

Manny?
PARTICIPANT:

As a short-term objective, if I may

criticize, is there a possibility where you can use this
specialization through educating CPAs through the profession’s

development course with some type of internship, let’s say, by

giving them credit or some kind of status as specialists.

CHAIRMAN CAREY:

You know, the New York State Society

is offering blue ribbons for the—

PARTICIPANT:

Yes, but that is not inclusive.

said auditing, tax management services.

They

This is all inclusive.
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CHAIRMAN CAREY:

As time goes on, I would hope that

the services would be sufficiently broad and in sufficient
depth, and sufficiently integrated so that a man who took

everything there was in management services might be entitled
to some kind of recognition.

PARTICIPANT:

Charlie.

On this subject of what professional

development role the Institute should play in management serv
ices, I have a completely different concept of what you are

expressing right now.

The role of the Institute in audit and

taxation is to assume that the man already has a basic knowledge

in those fields, and to help build him into the profession by
improving specific knowledge and specificate abilities.

In

management services, the typical CPA does not have the important
requisite background to go into some of the remoter areas.
the area of finance, yes, we can develop courses.

In

I think we

can build on this basic background, but to start off in the
university of the American Institute of America, CPAs, to give

basic courses and bring the person up to the point where he can
approach the level of those that are available in the market
place today is just--I don't think it is part of your respon
sibility.

There are too many other places where these things

can come from, people that have gone through and had their
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training in other areas.

It just isn’t reasonable, I don’t

think, to expand the Institute to be a college and teach en

gineering, to teach mathematics at the beginning level, pro
vided it is up to the point where you can start refining it on
a consultant role.

CHAIRMAN CAREY:

PARTICIPANT:

I see that point.

Walter?

We have been drawing analogies between

the medical profession and the accounting profession, and

Charlie said earlier that the public demanded that the doctors
specialize.

I don’t think that is true.

verse that analogy,

I would like to re

I think that the complexity of the medical

profession itself forces them to specialize, because in order
to deal, to do a proper job withtheir patients, they have to

know so much more and avoid being only general practitioners.
I think we are facing that same problem with the accounting pro

fession, particularly in the tax, and, I think, management
services area.

One man cannot know all of the tax law or the

broad spectrum of management consulting, so we are being forced
into specialization.

I think we are hurting the service to

our clients.

First of all, this man must be a CPA, and then he has
to be a marketing man and an engineer, and so forth.
I think that we have to develop these specialties,
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develop people that can work full time in these activities, so

that we can properly service our clients, and then I think some
form of accreditation of those individuals, so that we don’t

have people that are general practitioners holding themselves

out to be highly specialized individuals in marketing, engineer
ing, or some form of taxation.
CHAIRMAN CAREY:
with this.

You still have an awful problem

Charlie wants to bring men who are trained in

mathematics and engineering into the accounting profession,

without their having been trained in whatever the common body
of knowledge of the accounting profession ought to be.

It just seems to me to be a semantic jungle here.

You want to bring a marketing man, or what-not, into the ac
counting profession by some test in marketing.

Leonard, will you please resolve the confusion.
PARTICIPANT:

I won’t resolve it, but you are mention

ing marketing, and that reminds me of a famous article in the
Harvard Business Review three or four years ago, Marketing

Myopia, where these industries have declined because they didn’t
size up their markets correctly.

A railroad thought they were

in the railroad industry, whereas actually they are in the

transportation industry, and so forth, all the way across the

whole spectrum of Industry.
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We are all in danger of professional obsolescence,
and we are thinking too much in terms of the CPA, the account

I think we are in the accounting

ing and auditing profession.

auditing business, financial consulting profession, of which

the attest function is a good solid anchor that I wouldn’t give
up for anything, but maybe some day we won’t necessarily be

the American Institute of Certified Public Accountants, we will

be the American Institute of something else, with various routes
to getting into it, and I think this is perhaps somewhat along

the line Charlie has in mind as the step now.

I think your academy idea is great, and we should be
doing that, too, but we should, also, be laying the groundwork

for what Charlie wants.
CHAIRMAN CAREY:

Why shouldn’t we then broaden the

basic body of knowledge that the accounting profession has, as
such encompasses that the CPA—in other words, so we are not

professionally obsolescent.

Why don’t we ask the schools to

add to the curriculum at the beginning of the accountants’

course basic mathematics, basic marketing, the philosophies
that you need to build on and practice.

This seems to me to

be very sensible.
PARTICIPANT:

Right.

Then let’s review what is ab

solutely required and specified and spelled out in all the CPA
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courses.
CHAIRMAN CAREY:

I can’t agree with you more.

Let’s

cut down some of this auditing-accounting tax—

PARTICIPANT:

That is the way to move in the direc

tion we all want.
CHAIRMAN CAREY:
that way?

Would that satisfy you if you did it

Charlie.
PARTICIPANT:

Only to a certain extent.

This assumes

that this common body that you are referring to can be all in

clusive in serving management.

An engineer specializing in

quality control or production control systems can have very
little interest or need for knowledge in accounting or finance
to the extent that it is needed.

It can be supervised on the

job to that extent.
CHAIRMAN CAREY:

PARTICIPANT:

He is an engineer, he is not a CPA.

He is not an accountant.
PARTICIPANT:

O.K.

He is in a different profession.
Not if we are going to offer an all

inclusive capability.

CHAIRMAN CAREY:
PARTICIPANT:

Will you help, Si.

I think the problem with Charlie’s posi

tion is that he wants to have his cake and eat it, too.
PARTICIPANT:

I want to have my clients and their
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problems.
PARTICIPANT:

Right.

I think it is almost axiomatic

that you have to accept the proposition that if you are going

to call yourself a professional that there has to be a common
body of knowledge to which every member of that profession
subscribes, has been tested in, etc., that the specialties

follow that, that there is no profession that I know of where
every member of that profession has not originally been in
doctrinated in the same common body of knowledge and subsequent

ly specialized.

PARTICIPANT:

If you are going to have a situation

where ten different disciplines, separate and apart, each of

them will qualify their participants as members of the pro

fession so that you no longer have a profession, you have some
thing else.

I don’t know what we call it, but you have some

thing else.
PARTICIPANT:

A business.

PARTICIPANT:

You have a business, right.

So I think

this is Charlie’s dilemma, that he wants to render quality
control service to his client.

He wants to attract good en

gineers to do that, but he cannot offer them a partnership in

his firm or say to them:
profession.

You will then be a member of our

The answer is you just can’t.
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PARTICIPANT:

And shouldn’t.

PARTICIPANT:

And you should not be able to.

PARTICIPANT:

If you say that that is only one little

change in the total problem, the quality insurance may be only

one aspect of it, but if you cannot go after the whole problem,
you are going to have trouble in the market place.
myopia:

That is the

Do you want to be solely in the market place, do you

want to be a profession?
I think Jack’s problem or point is, one, let’s change
the common body of knowledge—it all has to stretch, but we

have fifty areas of practice in MS where we characterize our

various areas of activity.

Are you going to have enough hours

in each one of them?
CHAIRMAN CAREY:

I can follow Jerry’s point.

call these people subprofessions.

You can

I know a doctor that has

equipment in his office.

He has an X-ray technician there to

take the X-ray pictures.

They have nurses, you know.

are simple skills.

These

They are not members of the medical pro

fession, and everybody knows that.

PARTICIPANT:

Well, I wasn’t arguing actually.

should be encouraging discussion.

CHAIRMAN CAREY:
PARTICIPANT:

Jerry.

I would like to make one motion on

We
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Charlie’s comment.

I think he is trying to look for too much

in one individual.

I think that even speaking of an engineer,

the engineering profession specializes within itself—civil

engineer, mechanical, industrial, chemical engineer.

One en

gineer cannot satisfy all of these, and in the engineering

profession, you have a Professional Engineer who is supposed

I don’t know whether that is true any

to be all encompassing.

longer.

It was at one time concentrated in civil engineers

and architects.
Now, if the common body of knowledge can induce the

type of thinking that an engineering background leaves in an
individual and a legal background leaves in an individual, and
this man can go on and qualify for a CPA, isn’t he the type of

person or executive that you are trying to look for, basically?

Aren’t we looking for executives to render these broad spectrums
of services?

Isn’t that what you are looking for?

PARTICIPANT:

correct.

I am not sure that that is exactly

We are trying to develop specialists that have a

great depth of knowledge in particular areas that can help
within a broad spectrum of areas.

CHAIRMAN CAREY:
PARTICIPANT:

Tom?

If we should follow this line developed

by these men in the engineering field and other fields and
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bring them in with our CPA firms as partners, what will stop

every management consulting firm from having them come into

the firm and go right into the accounting field.
PARTICIPANT:

What is to stop them today?

PARTICIPANT:

I believe the firm has to be a CPA

PARTICIPANT:

The individual can still go ahead and

firm.

certify.
CHAIRMAN CAREY:

PARTICIPANT:

No.

He would do it as an individual, not

as a firm.

CHAIRMAN CAREY;

PARTICIPANT:

Not under the New York law.

Not under the firm name he won’t do it.

CHAIRMAN CAREY:

It is time for lunch?

(The meeting recessed at 12:25 p.m.)

* * *
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SATURDAY AFTERNOON SESSION
May 22, 1965
The session convened at 1:50 o'clock, Mr. Jack Carey

presiding.
CHAIRMAN CAREY:

Let’s get going.

The three subjects

that remain are of interest to me, but the time is limited, and
everybody wants to go home.

So we will try to get all the

points of view down as fast as we can.

Bob is going to talk

about research first.

PARTICIPANT:

I can see why you rearranged the

chapters in the book when you made up the agenda.

I think all

the problems we haven’t resolved in the last day and a half

now come down to the point where the need for research is very

evident.

There seems to be no general agreement among us,and

a sharp division along certain lines, and although research is
not one of my stronger points—probably Len here should be talk

ing about research--it comes out of his realm at PW.
One thing—our firm just started research

in the

last year and I am very fortunate in that my office is right

next door to the Research Department, so I get a lot of free
information, off-the-cuff advice, which normally if I was down
the other end of the hall, or around the corner, I would get

charged for, or my job would get charged for, and I make it a
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point to try to go to lunch with the research man.

keep time at the lunch hour.

They don’t

I think we all—

PARTICIPANT: Learn something new every day.
PARTICIPANT:

I think we all recognize that the pro

fession as a whole—I think the Institute, State Societies, even
individual firms, the larger firms who have their own research
departments—we have only a pittance in comparison with industry

and other professions in this area of research.

I don’t know

why a CPA is thought of as though he were something different

in the relation to research.

I am afraid that is something we

are going to have to pay for in the future.

This wasn’t a

failing or a sign on the part of our predecessors, as Jack
points out.

I think we should keep in mind with all these problems
we have raised that the profession is a young profession, com

paratively young.

Somebody mentioned the practice of medicine is 5,000
years old, and the legal profession, while ours has only really

emerged in this century.

done a good job.

So that I think our predecessors have

They have set the standard for us.

met the day-to-day problems.

They have

The profession has developed for

us.
It is now up to us to take it from here on in, and I

389

think research is going to be a large part of that.

It is

quite evident from the discussions here the last day and a half
that we need much research to solve these problems.
I think we were discussing yesterday—there was a

sharp contrast about whether we should have iron-clad principles
or rules.

After presenting financial data, not to speak of

our M.S., management sciences—and Jack has a good point in

his book about the Chairman of the SEC, the accounting chief
of the SEC some 25 years ago—I don’t know who it was—

CHAIRMAN CAREY:
PARTICIPANT:

Werntz.

It wasn’t Andy Barr then—25 five years

ago, Willy Werntz had this to say:

I do not think that there

is the slightest doubt that the activities with which account
ing deals fall within a range of phenomena that lend themselves

to research, but the results of research and accounting problems
will be of major benefit in formulating standards for guidance

for those in accounting and those who use its products.
Thus I must take issue with those who feel that prac

tice, analysis and presentation of accounting data are largely

the products of subjective judgments based on undefinable and
unexpressed reactions to a complex set of raw material.

Such a condition is wholly inconsistent with what I
believe is true.

Research can be expected to result in discovery
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of segregation, of controlling guidance standards of analysis

and presentation.

There seemed to have been some doubt yesterday whether
these guide-lines can be drawn up.

I think we all want research.

We appreciate its results, or at least we appreciate seeing

some results, and there we don’t always agree with it—especially

when you have to make changes, radical changes in the thing.
We have been doing it in the past.

Of course, we don’t agree with the pronouncement which

has happened in the past several years.

I think at times we

have all been guilty and must admit that guilt—the research
program that Jack has listed in his book—namely, that we feel
that the research program should immediately solve most of our

problems, which we just can’t do.

We feel that the research

program should justify what we have been doing in the past.

We don’t like to see them come out and say, well, you have been

doing something wrong for the last 25 years.

That always

creates a lot of arguments.
Anyway we are prone—which we have done and many other

people I know—to arbitrarily criticize the results of research,

and none of us takes the chance to bother to go back and see
how the research was developed,how the conclusions were reached.
While research is not going to solve all of our

391

problems, I think we feel that the research and the results of

the research are going to take what we pride in—which I have
heard recently about our professional judgment.

We don’t like

people to tell us how we should do things, the guide-lines
within which we have to work.

I have never feared this.

I think it will define our

problems and narrow the area in which we have to work.
I think Jack’s main purpose in putting this chapter

into the book is to try to find out the manner in which to con
duct a research—how much is it going to cost?
expensive.

on it.

Research is

Industry spends millions and millions of dollars

Industry brags of how much money they spend on research.

I don’t think we do really.
Jack mentioned pretty much how much of the budget is

spent on research, public relations, and it is not really very
much.

It seems to me that many of the firms, many of the pro

fessional organizations, are duplicating much of the research.

I believe that if we had some central research organization to
do specifically research in accounting problems, not necessarily

the problems of public accounting, I think that a lot of in

efficiencies and duplication in the course of this inefficiency

and duplication could be put into one agency, one central point.
Perhaps then the cost to us in the future would not be so great.
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This is not going to eliminate the Institute of its own re

search along specific lines in public accounting or even in

some of the larger firms who want to maintain their own research
department.
Jack has mentioned—I don’t know whether it was at
the meeting or in bull session—how much responsibility there
is in putting in this one research program on the computer.

This is something we can all use.

It is a pity that some of

the other firms have not the same type of organization, or
It is a pity that this information

something similar to it.

is not available to all practitioners and all CPA’s.
I am sure many of us have wasted and spent hours and

days on research of a problem to find, if we were lucky enough

to look at the right spot, it would take us five or ten minutes
to get the answer.

This isn’t even mentioned.

I don’t think

Jack has pushed it too far in his book, but the Institute should
be the leader in establishing some sort of a central agency of
research to clear accounting data, financial data which industry
can use, the accounting profession can use, universities can

use—just about anyone that is connected with it—economics

and accounting.

That is about all I have to say.

CHAIRMAN CAREY:
PARTICIPANT:

Thank you, Bob.

John?

Bob, are you suggesting that the
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Institute sort of maintain an agency of research?
PARTICIPANT:

No, I would like to see the Institute

be a leader in getting together with other accounting organiza
tions, universities, in tackling some sort of a research function

where most of your accounting research would be done.
There are particular problems in the public accountant
field where the Institute would have to continue to do its own
research, but I think that a great percentage, 75 per cent of

the accounting, auditing knowledge which industry needs and

colleges and universities need could be done by some central
organization, if we establish it.

I think the funds can be raised easier for a central

organization which would serve industry and colleges and govern
ment, too.
I would imagine it is very difficult for the Institute

to receive grants.

I guess the Inst
itute does not receive grants

directly for any research projects.
CHAIRMAN CAREY:

PARTICIPANT:

That was for a specific purpose.

CHAIRMAN CAREY:

PARTICIPANT:

Carnegie Corporation—the common body.

A specific purpose.

But that is probably the only one they

have received.

CHAIRMAN CAREY:

That is right.
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PARTICIPANT:

Information retrieval goes in with

your thought, doesn’t it?
PARTICIPANT:

Yes.

PARTICIPANT:

That, I think, is the greatest thing.

CHAIRMAN CAREY:

We are starting the study on the

possibility of a computerized information retrieval system. How

much it would cost—it is just starting.

I think this does tie

in research and information, but it still seems to be rather

plausible.

The idea throughout the book that the research

center which didn’t do all the work but which tried to coordinate

it or see to it that it was done by the appropriate university

or other agency might be a helpful thing.
Tom?

PARTICIPANT:

The Brookings management has done some

thing in organizing the function for management research an

affiliate of AMA, and they have gotten the proper tax exemption,

so that you can make your payment to the organization as a
charitable contribution.

They don’t do the actual research.

They give it to various universities.

They will determine what

areas of management should be researched, and then will issue
grants to universities to pursue that.

That could be a possible

thing.

PARTICIPANT:

I think this idea of information

395

retrieval, particularly in technical data, such as from pub
lished reports, prospectuses on the activities of this or that,
getting it into memory so that it can be retrieved out, could
be excellent from two points of view; one, pure economics, be

cause so many firms are doing the same thing, and the other,
to a certain extent, what is generally accepted practice.

If

you have practice in memory, you should be able to pull out of
it what is generally accepted.

At least, the deviation from

generally being accepted.
PARTICIPANT:

I think the void is obvious.

We have

profit making institutions furnishing us with data like this,

SEC work, which is new in the last couple of years, and which
I am sure all firms use.
I think there is a recent publication out—I forget

which business put it out—showing where to find certain data

and correlating, putting it all together for us, so you can
look at one spot and get the material or the similar things

that are being done outside the profession.
PARTICIPANT:
by the firm?

How much research is really being done

We don’t know the dimensions of the dollar invest

ment, do we?
PARTICIPANT:

I think your larger firms are spending

more and more of their funds on research. I think that they have
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recognized the need for it.

Some of the larger firms have been

in it.

CHAIRMAN CAREY:

The young professors who wrote the

article in the Journal of Accountancy about research being done
by accounting firms said, if I recall correctly,they weren’t

doing what youwould call original exploratory research, but
more information gathering and organization and analysis.

PARTICIPANT:

That is right.

How about research in

management services?
CHAIRMAN CAREY:

Is anybody doing anything in the

field of management services, Charlie?
PARTICIPANT:

Well, I think each one of us is doing

quite a bit of it in the course of our day-to-day progress.

I

know that--well, there are firms that think that it serves a
useful purpose to come up with new concepts, and then go out

and market them--new managerial techniques.

Our approach is,

if there is a new idea in philosophy, in management, see if
there is a response and try to get the client to fund the cost
of the development, but, of course, this does not make it avail

able to the Institute.
CHAIRMAN CAREY:

Well, there isn’t any research com

parable to this in auditing standards or accounting procedures
or accounting principles?
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PARTICIPANT:

No.

That is, in depth, to try to struc

CHAIRMAN CAREY:

ture this phase of practice and set up standards.
PARTICIPANT:

No.

In each of our areas of practice,

we are in the process ourselves of trying to do what I call

documenting our skills for developing manuals.

In each of our

areas, I have three manuals that are substantially complete and

The first three areas that we have

will be out this summer.

chosen will be covered, and then we will pick another three,

but each one of these three will be technical manuals for the
consultant showing them the preferred method of practice, and
they adapt that to each specific situation.

CHAIRMAN CAREY:

PARTICIPANT:

That is a step in that direction.

Yes, but this is more documentation

than research per se, gathering it all into one place and put
ting it together in one pattern.

CHAIRMAN CAREY:

What about Bob’s point of everybody

making available to the entire profession everything they dis
cover or do?

I think it is true that in the medical profession

that somebody invents something or discovers something, and he

puts it right in the Journal of the American Medical Associa

tion.

It is available to everybody.

PARTICIPANT:

I think it probably does not conform
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to the real world.

CHAIRMAN CAREY:
PARTICIPANT:

You mean the medical profession?

No, the suggestion that it be adopted

by the accounting profession.

The medical profession is not

competing for patients.
PARTICIPANT:

Nor are their clients competing with

each other.

PARTICIPANT:

True.

CHAIRMAN CAREY:

Their patients are competing with

each other.

PARTICIPANT:

You mean to live.

CHAIRMAN CAREY:
PARTICIPANT:

Not in the same area necessarily.

CHAIRMAN CAREY:
PARTICIPANT:

But not quite in the same area.

Did you have your hand up, Dan?

One of the problems in the area of

making public the research that we do is that frequently the

research is done in connection with a controversial position
which we may have to take, and I just wonder in the light of

the development of the profession at the moment whether any of

us could really make some effort towards this.

As an example,

our firm recently succeeded to the account of a firm handled
by a national firm.

It was a problem relating to how good will

or intangible assets were stated previously on the balance sheet,
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and we found it necessary to take an opposite position, which
resulted in a substantial material difference in the balance

sheet presentation.
I am not sure that we want to have our entire thought

process made public at this time, at the present state of de
velopment of the profession. I would hope, however, that some
time down the road there could be some freedom of interchange

of ideas such as this.
CHAIRMAN CAREY:

Well, maybe we have already covered

the subject, unless someone wants to put into the record areas
which he thinks should be researched.
Most of our work, of course, is going to do with

accounting principles.

That is, most of the financial resources

and a substantial amount into auditing, not much in the tax

area, and relatively nothing in the management services area,

except through the committee work.
I have a feeling that we ought to be researching or
seeing to it that somebody else is researching in all these

fields all the time.
PARTICIPANT:

Absolutely.

PARTICIPANT:

Jack, as a point of information, inas

much as you asked Charlie whether they did some of this, we
have this past year set aside one partner in management services
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to do nothing but—well, it is hard to define professional re

search, but he has no client responsibilities, and he is set

aside to think about the longer range aspects of the practice.
CHAIRMAN CAREY:
PARTICIPANT:

Very interesting.

Charlie?

Just as a suggestion, I don’t know how

this might apply, but you can field it to your long-range com
mittee for what it is worth.

The real detail of research is--

in MS in particular—so dependent on the particular situation,

the people that are involved, and specific engagements.

That

is one of the reasons why we have not gone into it on a whole

sale basis, except where we have found that it has utility and
do it on a client paid developmental basis.

However, we have

found that there is great value in exchanging within our organi
zation the experience, background, ideas that our various con

sultants have in their various areas of practice.

As a result,

we have a program--we got started about a year or so ago--

called engagement digest.

At the conclusion of each job, or

at least once each six months on long-term jobs,a digest of it
is prepared.

This gives the background as to the nature of the

job, the client, their business.
We have some codes for skilled types that we employ,

three different types, up to three different types of skills
that can be employed on any one job. It could be more, but we
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just cut off at three.

There is the SIC number of the organiza

tion, and then a narrative description of the job, and the
special problem, how they solved it, the type of benefits de
rived, and so on.

CHAIRMAN CAREY:

How would that be useful if that

could be published?
Well, these are obviously confidential,

PARTICIPANT:

because they pertain to specific client situations.

The names

are involved, and so on.
CHAIRMAN CAREY:

PARTICIPANT:

We could easily erase those.

Well, we are going to expand that on

the international plane within a month or so and bring in the
consulting operations around the world, so we will have an
information exchange.

In the United States we have something

like 200 jobs going at any one time, and each month about 20

or 30 are closed out.

So we have a packet of these digests

going out each month to each of our offices.

It has been very useful in communicating not only
what we are doing, but also the transfer of ideas, because once
a wheel has been invented, you don’t have to go through re

inventing it.

It can be just transferred.

Also, it is a

historical device as to who to call, who to ask for information.
I don’t know how this could be done, but somehow or
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other, if this type of information exchange could be made to

the Institute, it would be beneficial to everyone, including
ourselves.
PARTICIPANT:

Well, this is done in the audit field,

has been done for a number of years in many firms.

PARTICIPANT:

But this starts off with being published

information.
PARTICIPANT:

I mean within the organization.

have a special situation.

We

I don’t think the whole history is

written up.
CHAIRMAN CAREY:

There is no problem about concealing

the identity of the parties involved.

PARTICIPANT:

That is fairly easy.

I think it might be a shock to Some

people to see what some of these things are doing.

CHAIRMAN CAREY:

PARTICIPANT:

A very useful shock.

That is the point.

There is nothing

like showing instead of telling.

CHAIRMAN CAREY:
PARTICIPANT:

That is right.

This has been particularly—I am look

ing forward to this on the international plane, more so than

in the United States, because I think the United States people
are fairly well adapted, but if you tell someone in another
country where are you really doing MS, you are just adding to
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the wall that is already there, but if you can just incorporate

them in your total body, start sending them material as to what

you are doing, let them see it, they will come quickly to the
conclusion that what they are doing is not or is MS.

CHAIRMAN CAREY:

Cases, real cases, are often more

instructive than any amount of generalization guides and broad
statements as to what is the right thing to do.

PARTICIPANT:

We don’t have nearly enough of that

kind of writing in this profession.
the Journal.

People write articles for

Sometimes they are transposed speeches.

The guy

sits down with a stenographer, you know, and dictates general

statements, ideas and theories, but it is awfully hard to get
at what people actually do to solve a problem in actual prac
tice.

I wish we could get more of this stuff.
PARTICIPANT:

Maybe we need a case clearing house

run by the Institute.
CHAIRMAN CAREY:
PARTICIPANT:

Not only MS.

CHAIRMAN CAREY:
PARTICIPANT:

Great.

Anything else?

Auditing, tax, accounting, any kinds

of cases.

CHAIRMAN CAREY:
PARTICIPANT:

Do you write them up in your firm?

Yes, we do.

404

CHAIRMAN CAREY:
PARTICIPANT:

They told me that—

We have cases of all kinds.

internally a case book on management services jobs.

We publish

We also

have a regular publication of unusual experiences in auditing,

tax, and whatever else we happen to have.
CHAIRMAN CAREY:

You do that, too, Jule?

PARTICIPANT:

Not apparently on their scale.

PARTICIPANT:

We don’t do it on every job.

CHAIRMAN CAREY:
PARTICIPANT:

This isn’t unusual?

Only when somebody thinks he has a

point that might be of interest to others.

PARTICIPANT:

Something unusual and of broad interest

CHAIRMAN CAREY:

Any of you smaller firms do the same

thing?
PARTICIPANT:

We discuss it, and we don’t publish it.

At periodic meetings, we will orally discuss unusual experience
on things we run into, and things that I think these fellows

are talking about.
PARTICIPANT:

At the New York State Society level, we

have been trying to have that done.

We have been setting up

these areas departments in three general areas of accounting

and auditing and management services and Federal taxation.
The whole purpose of these departments is, at least this is
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the image back in my own mind as chairman of the committee,
was to get exactly what you say, case studies.

We do have it

in the Federal tax, the magazine, because that is what is sup
posed to have been done.

You come across an unusual problem

in the area of Federal taxation, write up an item and submit
it to the membership.

and auditing.

We are trying to do that in accounting

We are not getting very far, but we have been

working on it—and the management services department, meaning

the column in the magazine, is supposed to be doing it, and
so far we haven’t accomplished the case study approach, but,

frankly, I agree with you wholeheartedly that the case study

approach, especially to the smaller practitioner, is far more

effective than the long-range article type of a presentation.
CHAIRMAN CAREY:

PARTICIPANT:

Charlie?

We are working on it.

I hope we can

accomplish it some day.
PARTICIPANT:

I think I should mention the fact that

the Institute through their technical publications group is

coming out with a series of five case studies.

The first three

have been cleared, the last two have been drafted but not

cleared.
Each one of them is about yea thick, the first about

50 pages, about 50 pages of general area followed by five or
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six, each one about 30 or 40 pages, all going into pretty much
detail into the nature of the job itself.

These, I think, are

going to be extremely informative from two points of view;

first of all, the practitioners inform themselves how well case
studies can be useful in teaching them.
CHAIRMAN CAREY:

These are the so-called Vancil

studies?

PARTICIPANT:

That is right.

CHAIRMAN CAREY:

PARTICIPANT:

Jule?

In this research area, a thing that

bothers me is how do you know when you get through with a job

that the answers you got are going to work.

I am thinking of

accounting principles, the development of accounting principles

You do it all the time.
First of all, you have got to have a proper blend of
practical and theoretical, you have got to do your homework,

see what practice is, what precedents there are, analyze pub

lished material, both reports and the literature.

Then you

think about it, and you come up with some answer that seems to
be a reasonable answer.
Then how do you test that?

How can you tell before

you put it out how it is going to work?

That is our real tough one.

If we could really get

407

business to be vitally Interested in this and apply these
techniques themselves and make available to us what it would
do to them and what problems they create, I think we could

make a lot more progress than we have made.

CHAIRMAN CAREY:

We are hopeful, Jule, that this is

going to start pretty soon, and this has been most of Tom

Flynn's year, you know, as president, this one problem.
get out a research study on pension costs.

It is out.

We

This

has been directed to the financial executives, the analysts

in the various trade groups that have indicated an interest,
and this, of course, has always been done, but Tom has gotten

these people semi-committed at least to give us a reasoned
and in depth critique of the propositions in that research

study before the APB does anything with it.

You are asking how would this affect us, how would
it hurt us.

Could we make it work?

What is wrong with it?

What would be preferable to what extent they will agree or
won’t agree among themselves?

We would like to know the

arguments on both sides, the majority and minority, whatever
it is worth.
If the APB can get this from financial executives

and from the Edison Electric Institute, and so on, they can
come to a conclusion with more confidence than ever before.
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PARTICIPANT: Oh, yes.

One example of this sort of

thing—this may be an extreme—is price level accounting, as
you well know, men trying to get companies who would be guinea

pigs, so to speak, try it out.

CHAIRMAN CAREY:
PARTICIPANT:

Nobody wants to do it.

Nobody wants to do it. That is right.

We have got somehow to interest people

in cooperating in depth in these studies.

CHAIRMAN CAREY:
PARTICIPANT:

Oh, yes.

You have to put them on the spot.

CHAIRMAN CAREY:

Well, can we move on to publications-

Manny.
PARTICIPANT:

want to talk about.

Well, you have covered everything I

There is no point arguing the fact that

publications are important, among the CPA’s especially, because
through them we get the latest developments, some of the study

cases that come out, and the CPA is being kept up to date as
far as his profession goes.
Now, the CPA’s have several publications available.

One of them is the Journal of Accountancy.

Jack has mentioned

in his book that the Journal of Accountancy is read by quite
a few readers from all types of professions, not only CPA’s,
but bankers and students, staff men.

The problem with the Journal of Accountancy is that

409

it seems to be a little bit too general.

It covers a lot of

subjects which are not too interesting to everyone who reads

it.

In other words, maybe we want to find out if somebody is

interested in it at one time, at another time somebody else
will find something interesting.

A banker will find something

interesting in it.
Also, one thing that is mentioned in the book is the

fact that some of these articles are a little bit too advanced
for the students who subscribe to the magazine.

I have some

suggestions I would like to come to later about it.
Over-all though, I am not knocking the Journal of
Accountancy.

I am just saying that it is a fairly good, pretty

good magazine.
As an outgrowth from that magazine, we have the
Management Services, which is a more specialized magazine, or

it is a specialized magazine.

I like that magazine, the

Management Services, because it helps some people like us, the
local firms, for instance, who are not too involved with manage

ment services to get into it eventually, to get interested in

management services.
Another publication that is available is the Account

ants Review, and, of course, this is strictly for the academic
world, but the CPA’s could get a lot from it for the reason
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that Bob brought up about research.

It seems that the teachers

and so on in accountancy seem to have more time to do, let’s
say, more research, theoretical research in subjects.

One suggestion I would like to make right now is the
fact that the Accountants Review could combine their efforts,

or the teachers could combine with the students to publish
some material, something comparable to the journals and reviews
of the legal profession.

Now, you have practically every law school publishing
their own journals, and they have students editing and writing

for these articles.

If something could be done to get some

of the accounting students to write articles, of course, with
the professors, the teachers’ help, to write some research,
or something in some subject more deeply, that would be help

ful.
I have never seen any publications that our account
ing firms have published.

I read that they are available or

that they have been published, and from what I understand,
they are published, distributed among their members.

From

what I hear now, some of them are very good, some of these

articles that they throw in there.
Charlie mentioned that perhaps there should be a

clearing house for some of these articles.

Now, I have
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suggested here that perhaps many of these case studies, article

that any staff men or members of these larger accounting firms
write could be passed on to the Institute and they could scru

tinize the article, and if it is worth publishing in the nation
magazine, go ahead and do it.

That has been arranged.

CHAIRMAN CAREY:

I mean, we

already have arranged that.
PARTICIPANT:

To be published through the Journal of

Accountancy?
CHAIRMAN CAREY:

These firms have all given us per

mission to reprint from their magazines any articles we think

are of general interest.

We don’t even have to give credit

to the firm.

PARTICIPANT:

That will be helpful for the CPA.

I

have a couple of, let’s say, questions or suggestions I would

like to throw now.

This is more or less what Jack has mentioned

in the book.

Is it possible to break up, let’s say, the Journal

of Accountancy magazine into more specialized magazines, like
has been done with the Management Services?

We can also have

another one for tax services, tax accounting or auditing and

accounting, can go a little further and have the accounting

practice or administration of accounting practice, just like
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the New York State Society has done with their publication,
only there they don’t have it in separate magazines.

They have

it in one magazine.

Another suggestion or question that I would like to
put on the table is this, as to whether it is possible to have

the Journal of Accountancy magazine aimed at different people
within the profession, not the CPA profession, within business,
let’s say.

I don’t know whether that is very practical.

way, it is a suggestion.

Any

In other words, we could have one

for the bankers, another one for lawyers, another one for other
groups that may be interested in accounting.

Now, this will probably accomplish what we have been

trying to do with public relations, for instance, have a wider
circulation of knowledge as to what the CPA is doing.

About books, the fact is we don’t have enough of them.
Text books are written by teachers, not necessarily practicing

CPA’s.

I think recently the Institute got into the publishing

of reference books, such as management services, and a couple
of others.

I can’t think of them.

Jack has mentioned in the book that it is a pity that
most every CPA has not gone into writing books, writing books

about their experiences or articles for that matter so that the

rest of the CPA profession can have something to refer to.
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Of course, this comes back again to the small prac
titioner, not the local firms.

There is so much information

available, or information that would be available if something
like this were to be written.

It is almost impossible for any

one of us to read everything and to retain everything.

It seems

that some kind of a central retrieval section, like what you
mentioned, Jack, would be necessary.

Now, I know that without plugging,the CCH has put
It would be better than the Account

out something like that.
ants’

index because they have a description of each article.

CHAIRMAN CAREY:
PARTICIPANT:
not subscribing to it.

That is right.

I have a sample with me, but we are

They will be, of course, available to

a library like the Institute’s library, and perhaps some of

the larger accounting firms.
CHAIRMAN CAREY:
PARTICIPANT:

Eighty dollars.

CHAIRMAN CAREY:
PARTICIPANT:

What are they charging for that?

I think that is about right.

Seventy-two dollars the first two or

three years, and then eighty dollars.
PARTICIPANT:

Why aren’t you subscribing?

PARTICIPANT:

Because I don’t think we will have

extensive use for it.

I would rather go up to the Institute’s
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library and use it and look.
Well, even if we subscribe to it, we wouldn’t have

all the material that would be included in the publications.
PARTICIPANT:

Another thing to file.

PARTICIPANT:

Yes.

Well, my conclusion would be as

far as this is concerned, that if you can have a central library

to refer to any specialized articles, look up the articles, it
would be helpful.
CHAIRMAN CAREY:

We are very proud to announce that

They ap

we cooperated with CCH in developing this service.

proached us and asked do we object, are we going to do anything
of the sort.

job.

We decided we couldn’t do it, it is too big a

So we helped them all we could, because we thought it
You are all

would be useful to everybody to have this digest.

familiar with it, I guess—summaries of articles. As a matter

of fact, it would be very helpful to us.
PARTICIPANT:

What will it do to the Accountants'

index?
It might destroy it.

I don't know.

The Accountants' index only costs twelve bucks.

It is unhandy

CHAIRMAN CAREY:

to use.

It doesn't have descriptions of articles.

I think

maybe a lot of people who won't pay eighty dollars a year for
the CCH service may still continue to want the index.
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PARTICIPANT:

I think there would still be a place

for the Index.
CHAIRMAN CAREY:

I hope so.

If we can get a good

information retrieval system developed, this will probably do

something to the Index, too.
PARTICIPANT:

What will it do to the Accounting Diges

or accounting articles in there?

CHAIRMAN CAREY:

Probably ruin that.

PARTICIPANT:

The CCH service will, I think.

PARTICIPANT:

Or the CCH, are they going to develop

the information retrieval system?

CHAIRMAN CAREY:

I don’t know.

big load off our backs.
PARTICIPANT:

Well, if they do, they make take a

Are they capable of it?

CHAIRMAN CAREY:

I don't know.

I would doubt it.

I

don’t know much about this information retrieval system yet.
It seems as though it will require some fairly competent account

ants to classify and identify points that need to be indexed,
if I understand it correctly.

Charlie or John, once you get

a system developed in thecomputer, everything that comes along

has got to fit into that pattern, is that right, so the business
of developing your usual classification is extremely important?

PARTICIPANT:

It depends on your desire for developing
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the program, but it is critical, surely.

CHAIRMAN CAREY:

If we want this to be really useful,

we ought to be able instantly to answer any members question

with what material there is available on a sub-topic of a sub

topic of a sub-topic; otherwise it is not going to be very good,
Charlie?
PARTICIPANT:

Interest in retrieval, in the actual

development, will be in taxes before it is in accounting, be

cause if someone comes along with a tax retrieval system, it

affects the markets across the country so that you dial phone
number so and so and tell us your problem and we will feed back
This could put them out of the print

the particular references.

ing business.

Clearly, they have to be very interested.

I

know they are, because I have talked on it myself.

PARTICIPANT:

I have talked to Bartlett.

CHAIRMAN CAREY:

last year many times.
PARTICIPANT:

Do you know Barlett?

Yes.

CHAIRMAN CAREY:
PARTICIPANT:

He has been in our office in the

Talking about this thing.

I don’t know whether there is too much

to say about publications on Manny’s question, which is partly
directed to us.

There is a little commercial involvement with

the Journal of Accountancy having 110,000 subscribers, accounting

417

members, has a very good advertising revenue.

If we break it

up into the more specialized magazines of smaller circulation,

we stand to lose maybe a quarter of a million dollars a year,

which is now being plowed into the general activities of the
Institute.

So from that point of view we are not too keen

about that, but from the profession’s point of view, I think

there is a lot to be said.
The Journal of Accountancy spreads awfully thin over

a wide range of interests in a very unhomogeneous audience, and

if anybody has any comment as to what he thinks is needed in

the publications area, we would like to get it.
PARTICIPANT:

I would like to touch on that. I agree

with Manny that perhaps we should break down the magazine, but

I don’t think we should break it down any further than we have
with respect to categories of subjects.

I think there is enough written on taxes in other tax

magazines, such as the Journal of Taxation, the magazine called
Taxes, and all of the various services put out by Prentice
Hall, the Clearing House, and so forth.

I don’t think we

really add too much by having another magazine in the area.
I do think, however, you might break it down in the

other areas suggested by Manny.

I don’t think we should reach

the student as well as the practicing accountant.

I think,
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for example, the pride in the New York Certified Public Account
ant, well, we think it is a good magazine, and we are trying to
reach the practical accountant rather than reach the student,

the college professor, the banker, and everybody else.
I think perhaps we need it, need at the national level

a magazine that is directed to the practicing accountant rather
than breaking it down by subject matter.
If I have any criticism, I believe it is in that area.

I know that in reading the magazine, I spend a great deal of

time reading the articles, and after I get through reading them,
I am not left with anything.

ing.

We must budget our time in read

There is so much to be read that we cannot devote our

time, hours of time, to subject matter that leaves us with

nothing after we get through.

If it is an article directed to students, certainly
we as practicing accountants are not interested in it.
CHAIRMAN CAREY:

Well,actually, the editorial policy

is not directed to students, except in the department called

Education and Training.

We don’t select articles, although it

may sometimes seem so, because we think they would be interest

ing to students, nor do we select articles because we think
they would be interesting to bankers, but we do select articles
because we think they would be interesting to controllers or
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financial vice presidents.
We have a big subscription in the industrial account

ing area that we are anxious to keep, partly because we think
it is a rather good public relations vehicle for the Institute’s

magazine to be going into clients’ offices.
PARTICIPANT:

On that point, perhaps as a tax man, I

find it, except for the tax clinic, which I think is good—some
of the articles on taxes are so fundamental that it leaves me
with nothing when I get through reading it.

I think it is be

cause you are directing it to the people you mentioned, and
that is why you have those types of articles in the magazine.

CHAIRMAN CAREY:
the magazine.

or any breadth.

We might well just omit taxes from

We certainly don’t cover the field in any depth

It is getting to be, I think, the magazine of

accounting, auditing and financial reporting.
the natural evolution of it.

we couldn’t handle in it.

I think that is

Management services is something

Taxes is too big for us really to

handle.

PARTICIPANT:

I would hate to see you leave out the

Tax Clinic, for example, as a regular department.

I think it

has value.
CHAIRMAN CAREY:
PARTICIPANT:

That might be left.

I think there is value to the profession
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in giving some of the matters that the American Institute tax

committee has worked on, or your representative in Washington.
I think this is informative in the tax field.
I am really referring to the articles that are written

in the magazine, because I would like not to have taxes left
out from a magazine published by the American Institute of
CPA’s.

I think taxes is part of the accounting profession and

should not be left out.
CHAIRMAN CAREY:
PARTICIPANT:

That solves my problem.

CHAIRMAN CAREY:

PARTICIPANT:

Charlie?

Dan?

One thing Manny touched on was the

dearth of books written by practicing members of the profession,
I would like to comment on that one.

Len, I believe, wrote a

book on mergers and acquisitions which we have worn out several
editions of in our office.

I would like to see Charlie write

a book on management services, practices, even though I might

need a dictionary to understand it.
PARTICIPANT:

He has lots of time, hasn’t he?

CHAIRMAN CAREY:

These ideas are all very useful.

If

no one has another one—Charlie?
PARTICIPANT:

Just one brief thing.

It might serve

a useful purpose to have an outside editorial specialist, some
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one who is a specialist in structure of publications, to take
a look at both the Journal of Accountancy and the MS magazine,

but primarily the Journal of Accountancy.

I have a feeling, as

I look at it, that it is the type of publication that, say, if
I were the president of a company, I would expect one auditor
to send to another.

CHAIRMAN CAREY:

We are just redesigning it.

Wait

until you see the new format.
PARTICIPANT:

O.K.

PARTICIPANT:

You know, you are talking to two former

editors of this publication.

CHAIRMAN CAREY: Write me a letter after seeing the
new format.

Now, I have got to call Tom’s wife and tell her

he is on.
PARTICIPANT:

She stays home worrying about professional

societies.

The first question raised was what should professional
societies do, and very broadly, they must serve the professional

needs of the members, and, further, the interest of the profes

sion by doing it from all those things which we cannot easily
do in our individual capacities.

There are many areas which require joint effort, and
some form of society or association would be the reasonable

422

vehicle to accomplish our desires—at least the goal we set
from time to time and that we have been discussing for two

days of the profession, which none of us can solve alone.
Some of the areas which the Society should get in

volved in are, first, serving our educational needs, providing
us with information not easily acquired elsewhere.

This, I think, Herb, ties in with what you were talk
ing about in the Journal of Accountancy.

You have so many

publications, so much information coming into this area that

this is something that I think you can back away a little bit
from and get into areas that are not quite so well covered.

Certainly, the Society should give us group repre
sentation when discussing problems with otherprofessions or

with the Government.

They should serve as a watchdog to protec

against possible infringement of our position by other organiza
tions, and, also, to police our own group to be sure that all

of us are or that none of us are performing discreditable acts

against the profession.
Now, to determine the best organization for accomplish

ing these objectives, I think we have got to first determine
whether these problems should be solved on national or local
levels.

We have to look at our profession to see where our

problems are.

The CPA profession, licensed by states as are
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most of the professions, I think has very little concern with

state license except in the area of state taxation, which is
something that most of us don’t worry too much about.

The

major problems concerning CPA’s in New York are the same prob

lems that concern the CPA’s in New Jersey, Pennsylvania, Connect
icut and California.
I believe that every effort should be made to strengthen

our national effort, and, as Bob mentioned, eliminate duplica
tion and wasted efforts by coordinating and consolidating the

state groups and identifying so far as to suggest that state
societies should become chapters of the national organization.

Now, in 19—was it 64—out in Minneapolis—was it
63—where the idea of making mandatory membership in the

Institute and the state society was roundly defeated, I think
perhaps a little different approach might work where we start
off by making memberships common memberships, not saying, you

have to join the state society to get into the Institute or you
have to join the Institute to get into the state society, but
if you join one, you belong to both.

I think that would be

the first step toward bringing everyone in at this level.
Now, there are many of these problems that we have

been discussing today that are being worked at at the state
levels in several different states.

I have had one particular
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example brought close to home, one that I observed in the New

Jersey State Society convention last year.

There was quite a

discussion as to the effect of banks getting into automation

and what it would do to the CPA practice.

About three or four

months ago I was in Connecticut with another attorney who I
discovered was the attorney for the Connecticut Society, and

he had been authorized to explore this problem, and as to its
legal implications, and Connecticut is looking at this thing.
When I told him that the Institute had just had a
couple of pages on this in their news letter, he was quite sur
prised.

He hadn’t realized it, that this thing was even looked

at at the national level.

I sent him a copy of the news letter

where this was discussed.

Certainly, New York State must be thinking about it,

and here we have several different groups all worrying about
the same problem.

There has to be wasted time and wasted

effort, but you don’t have that much time to waste.
all busy in our practice.

We are

Certainly, we could coordinate these

efforts.
The important thing is to make greater progress in

the next few years, the next ten years, than we have made in

the past.

There is a lot to be done.

time available to do it.

There is not too much

We cannot afford the luxury of many
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organizations working at the same problem and working in an

uncoordinated way.
I think my proposal of a common membership might
possibly eliminate some of this rivalry or some of this duplica

tion.

Jack mentioned in his book the AMA organizational setup

as a possibility for our organization.

I think that this might

require a greater staffing at the Institute level, but I think
it could be very desirable.
In the AMA, as you undoubtedly all know, there are
eleven different divisions, each one concerned with some partic

ular area of management.

Each division has an advisory group

made up of members of the organization, but each division has

a vice president who directs the activities of that division

on a day-to-day basis.

The advisory members are not concerned

with the details of putting everything together.

They set the

policy, the instruct the vice president and he carries it out.

Perhaps we should take a good look at some different
form of organizations so that we can more effectively pursue
all of these problems that we now have been discussing in the

last two days.
I was told to cut it real short.

wants to get home.

I understand Jule

So that is it.

PARTICIPANT:

The wife would have been proud of you.

426

Thank you.

PARTICIPANT:

CHAIRMAN CAREY;

Any comment?

I would like to ask or say that I agree

PARTICIPANT:

completely.
The chapters of the State Society?

PARTICIPANT:

I am not going to have any trouble with

PARTICIPANT:

you.

Our profession is definitely not a local profession.

There is no reason why a CPA in New York cannot practice, in
fact, does practice all over the United States or abroad. There
is no reason why CPA’s out of New York should not practice in

New York and abroad.

There is no real reason why no accountant

should not practice here, and if that is the case, there is no
real excuse for such a degree of separateness as we now have.
PARTICIPANT:

State laws are all different.

You have

that problem.

PARTICIPANT:

Let’s change them.

PARTICIPANT:

The state laws are only from the stand

point of qualification?

Once you get past your qualification,

the practice is very much the same, isn’t it?
CHAIRMAN CAREY:

Examinations are uniform.

PARTICIPANT:

Examinations are.

PARTICIPANT:

Tom, I am not sure I understood your

common membership proposal.

You mean a—
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PARTICIPANT:

Well, we have that in New Jersey.

PARTICIPANT:

A single application?

PARTICIPANT:

Yes.

We have that in New Jersey. If

you join the New Jersey Society, you automatically become a
member of one of the county chapters, and your name goes on

the roll. If there is a meeting, you receive the information.
PARTICIPANT:

That is the same in New York, also,

New York State.

PARTICIPANT:

I am a member of the New York State,

but I wasn’t aware of that.

You have to ask him.

PARTICIPANT:

That isn’t so.

PARTICIPANT:

John, doesn’t that work the same way

in New York?

PARTICIPANT:

In New York you have to designate if

you want to be a chapter member.
CHAIRMAN CAREY:

You pay a little extra.

PARTICIPANT:

No.

PARTICIPANT:

You just receive notices.

PARTICIPANT:

You just receive notices of meetings.

CHAIRMAN CAREY:

I can see that Herb Mandel is very

enthusiastic to have the New York State Society made a chapter
of the Institute.
that to him.

You can see his face light up when you say
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PARTICIPANT:

the state societies.

I feel there is a place for each of

I am in full accord with you on this

common membership. I don't go as far as Dan goes.

I think

that the state societies meet the needs of the local practi

tioners.

It offers them a forum for common discussion, and

this is a big country.

Try to put it all together under one

roof and that will get us away from that.

So I don't know

that you have—

PARTICIPANT:

You are in accord.

PARTICIPANT:

I think what you said I agree with.

PARTICIPANT:

I have not advocated the elimination

PARTICIPANT:

Right.

PARTICIPANT:

—but only as a subordinate group to

of it—

the national, just as we do in New Jersey where our chapters,
our county chapters, will meet.

Generally our meetings are

concerned with local taxation problems, that sort of thing,

but if we are all working on Federal taxes, I think we can go
further if we want.
PARTICIPANT:

I would go along with it if I were

assured that eventually all over the country they would meet
the high standards set by New York State, that this would not
result in reducing the standards to the lowest level.

So until
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we get the states, the various states, to adopt the high
standards set for states like New York—there are many states

like New York: I am not for the elimination of the local society
groups.
PARTICIPANT:

One of the things I felt in thinking

this out was that New York could do—the New York State Society

could do so much for the surrounding areas and for the rest of
the country.

Even though I haven’t been active in New York for

a few years, I do feel that in the metropolitan area, it is

far and above the best society going, but this could be—if it

was just a chapter—I think it could more easily flow over the
boundaries and extend itself.

CHAIRMAN CAREY:

Well, this subject has been argued

up and down for a long time, and we don’t need to go through

the argument today.

years from now.

I think the question is, really, for 20

Is it your view that ideally on some basis

there ought to be an integration of the state and national so
that they are working under a common program and dividing up
the work efficiently?

Is that a fair statement to make?

PARTICIPANT:

Yes.

PARTICIPANT:

I just think that at the beginning, as

Herb said, I thinkthebeginning is more uniformity of the state

laws.

This thing I talked about the other day, the national
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recognition of the CPA certificate and the same standards, when

every state has the same high standards that the highest standard

state has.

That is the beginning.

I think the need for a state

society, that it has as such, won’t exist any more when you
reach that point.

It will be a natural evolution.

CHAIRMAN CAREY:

Well, I am not sure there is a direct

relationship between the standard qualification for the CPA

certificate or the license to practice in a given state, and

the professional society as an operating organization.

Even

if they were integrated under today’s conditions, it wouldn’t
mean that New York would have to admit an X state CPA to prac
tice in New York.

The law won’t change.

It would only mean

that the society and the Institute would be integrated as operat
ing organizations.

PARTICIPANT:

I think the significance of the dual

setup that we have now is that in our present state of CPA
legislation,

some people think state societies can be more

effective as a watchdog for CPA rights than if they were just

a chapter of the national.
CHAIRMAN CAREY:

PARTICIPANT:

That is true.

And I think there may be some merit

to this argument which is where I think we will go to a complete
integration ultimately, but why push it.

It will come.

I am
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not sure that this is at all our most important problem.

I

do think—
CHAIRMAN CAREY:

PARTICIPANT:

I don’t think so either.

I do think we have to watch that

standards don’t go backward.

This is one of the strongest

areas of the state societies.

CHAIRMAN CAREY:

Then let me throw out a question in

the operation on the organization or the structure of the In

stitute itself.

Really, two questions.

I have a very strong bias that you will have to take
into account.

The committee’s structure by and large is a very

cumbersome operation.

Now, an Accounting Principles Board and

a Committee on Auditing Procedure and a Committee on Management
Services, and a Committee on Ethics are obviously essential in

these areas where policy has to be made, where standards have
to be set.

You have to get a representative group of practicing

CPA’s together to make the decision.
However, in many areas of work, committees—where
only operation by competent people is desired—committees really
aren’t necessary, and I like the American Management Association
setup in areas of that kind where you are running something

like a professional development program, assuming you can afford

to hire competent people to do it.
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I don’t know why it has to be under a committee, as
far as operations are concerned.

An advisory group, yes, a

policy-forming group, yes, but it seems to me that thousands
of dollars worth of CPA time is utilized actually in getting
into working things through committees, that the members are

probably far better off paying somebody else to do, but this
committee system seems to be with us as a traditional way of

operating the professional society, and it doesn’t seem to matter
whether the problem is only, you know, whether we should lease
another thousand square feet in the office we have to have a
committee—nobody else can decide that.

That is one point.

The other point is that the financing of all these
operations is basically done through dues, and Joe Doakes out

in Chillicothe pays the same dues that Len in New York pays, and
yet Joe Doakes is interested, maybe quite interested in, the
benefits that he thinks he derives from this kind of operation,
which may be different from Len’s.
We have been wondering whether it would be possible

to set up an inner organization in which accounting firms of

any and all sizes would participate, if they chose to do so, and
we thought of the American Institute of CPA’s foundation as a
possible vehicle, where firms could become subscribers or

members, or what-not, and support such research, such public
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relations, such effort in any direction as they chose to support.
If there isn’t anything that needs to be done or needs to be
supported, then there won’t be any need for this vehicle.

How

ever, what I am trying to say now is that our program here
which calls for educating so many people and doing research
and publishing so much, and all that, is really locked in by

the number of people who will pay $55 a year dues.

Basically,

there is no other source except voluntary contributions.
PARTICIPANT:

To clarify a point, we pay for all our

staff men to belong to the Institute who have CPA certificates.
I think most of the big firms do.

So we are in a sense con

tributing quite a bit more than, say, the average member, the

average firm.
CHAIRMAN CAREY:

Yes, but it still is based on a per

capita.
PARTICIPANT:

We are an average firm, Len, and we do

the same thing.
PARTICIPANT:

We are a small firm and we do the same

PARTICIPANT:

You just cannot say that I get more

thing.

out of the Institute because I am a member, and so is this
other fellow.

CHAIRMAN CAREY:

You might get even less.

I just
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meant to distinguish the two members paying $55 a year—well,
I didn’t really state it very well.

Let’s assume that the group

here in this room wanted to put on a massive public relations
campaign and thought that the Institute was equipped as the

vehicle to do it, or a recruiting campaign for high school
students, or what-have-you.

At the moment, the only way we

have to do this is to wait until we get enough dues revenue,

stop doing something else in order to loosen the money, or to
pass the hat, like we did for the accounting research program,

which is virtually supported by eight firms.

Eighty per cent

of all the money in our accounting research program has been
contributed by eight firms over a five-year period, and that
is a hell of a lot of money—about $800,000. I don’t like that

way of financing, passing the hat.

Here is a desirable project

It would seem to me that we might have some kind of vehicle,

not compulsory, but if a group of firms wanted something done
and it was advertised, and other firms would join with them,

they could do it.

That is really what I am after.

PARTICIPANT:

I mentioned to you before the Mayback

research, which is within this book.

CHAIRMAN CAREY:
PARTICIPANT:

Banks.

Certain banks pull together for special

research programs, which are similar in nature, and they found
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it works quite effectively, and those that don’t participate
directly in the bank research have the product of the work

available to them, but on a fee basis.
for products as they come out.

So they have to pay

I think this whole thing makes

an awful lot of sense in a bank.

It is something by which we

can accomplish various things which current budgetary limita

tions don’t provide for.
CHAIRMAN CAREY:
PARTICIPANT:

That is the point.

And it doesn’t have to be all for one.

You can have sub-funds for specific projects that two or three
groups might want to put together.

CHAIRMAN CAREY:
PARTICIPANT:

Precisely.

Herb?

A point that I wish to talk on, I would

like to make a case for the continuation of the committee struc
ture.

I guess it is a more democratic process, and I like in

working with the American Institute committees to have exposure,
and I think through committees we have exposure.

Just sitting

here in the past two days has been a wonderful exposure for so

many others, and I am afraid that if we have a paid professional
do all of that work, there will not be exposure to a representa
tive group of people, for example, that we have here.

So with all its cumbersomeness and all its difficulties,

the committee system does work, and there is an awful lot to be
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said for it in the continuation of the committee system.
CHAIRMAN CAREY:

PARTICIPANT:

There is.

I would like to agree with that.

Some

body mentioned before in talking about referrals that his battle
is getting to know your fellow practitioner.

If you know him,

you trust him, and you don’t have the same fears that you would

have if you didn’t know him.

I found out through committee

work, primarily on the state level, getting to know other prac
titioners and people from all other different sized firms, that

has helped tremendously.

I think it is wonderful.

CHAIRMAN CAREY:

said on both sides.

Well, there is a great deal to be

There is a sort of tension between partici

pation and efficiency.

There are things that you can get done

quicker and easier by putting a competent person to do them

and getting them out.

Our committee on bank auditing, for example, has been
working for six years now trying to get out a bank audit guide.

I have an idea we could have employed a firm and paid them and
had the bank audit guide out five years ago, and it would be

useful, a good thing for us to have.

I think participation in meeting each other and get
ting these intangible benefits doesn’t have to be done through

operating committees necessarily.
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PARTICIPANT:

Advisory committee
s on policy, yes,

advice, yes, but sections, seminars, professional developmental
courses, all the rest of it—there you can afford the kind of
contact you are talking about.

CHAIRMAN CAREY:

I am really concerned about the amount

of money that we are spending for committees, which is quite
considerable.

Charlie?

PARTICIPANT:

There is, also, a tendency for a com

mittee to evolve into providing something which is useful rather

than really at their primary target, which is policy, getting

it right down into something which is useful, which could be
turned over to someone on the outside, and, as a result, not
really doing the job of policy itself.

I think our MS committee is a classic example of that,
where we are trying to come up with things which are useful to

the broad membership and leaving those that are really making

the policy to go their own way.
PARTICIPANT:

The Professional Development Committee

over in New Jersey ended up with a paid employee to coordinate

and develop the professional development program.
actually an employee of the committee.

He was

The committee asked for

him and got budgetary approval from the Trustees to do this
thing, so there was a case of a committee needing somebody.
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They spent so much time on it, they ended up paying somebody
to do it.

CHAIRMAN CAREY:

It is almost impossible without any

sustained, continuous, systematic program.
PARTICIPANT:

It has proven the results of it.

PARTICIPANT:

A little bit of both, I guess.

CHAIRMAN CAREY:

It is a kind of intermediate group

here that is very hard to define.

Does anybody else have any

thing to say about organizations?

Si?

PARTICIPANT:

Just briefly commenting on the committee

problem, I don't know the answer, and I am not sure I really
understand my own feelings and thoughts about it.

Referring to it on the state society level, I have
been active for a number of years on innumerable committees,
and my reaction is that 90 per cent of the time spent at these

committee meetings is wasted time, that very little good comes
out of it as compared to the time spent, and that what does
come out of it in terms of technical meetings, et cetera, could

come out of it at an expenditure of 10 per cent of the time if

the thing were directed by paid personnel.

I am just not sure,

however, what the intangible benefits or how important the
intangible benefits of getting a lot of people active in pro

fessional affairs is.

I am confused about that part of it.

I
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know it has a benefit.

I am not sure how important it is.

CHAIRMAN CAREY:

Participation is essential.

If we

went all the way in the direction that I suggested, we would

become a research institute of America, you know, something that
sold publications or services, and it wouldn’t be a professional
society at all any more.

So there is, certainly, an inter

mediate ground.

Well, I don’t think this is a subject of such depth

that needs to be discussed further.

We are 45 minutes ahead

of schedule.
Is there anything else on any of the subjects that

we haven’t had time to be taken up?

I don’t think so.

Well, all I can say is that it has been one of the
most stimulating things I have ever participated in.

appreciate your all giving your time to it.
feel it has been a waste of time.

I

I hope you don’t

I think the results will be

very useful.
Class dismissed.

[The meeting adjourned at 3:10 o’clock.]

